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The iPhone has been 
a profit bonanza. But 
an overloaded network 
has AT&T at war 
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Biiilding a Smarter Planet: 1 m a Series 


Welcome to the decade of smart. 


A year ago, we began a global conversation about how our 
planet is becoming smarten 

We talked about intelligence being infused into the systems 
and processes That make the world work—into things no 
one would recognize as computers: cars, appliances, 
roadways, power grids, clothes, even natural systems such 
as agriculture and waterways. 

We said that trillions of digital devices, connected through 
the Internet, were producing a vast ocean of data, And all of 
that information—from the flow of markets to the pulse of 
societies—could be turned into knowledge because we had 
the computational power and advanced analytics to make 
sense of it all. 

A year into this new era, the signs of a smarter planet are 
all around us. Smarter systems are being implemented and 
are creating value in every major industry and across every 
region of both the developed and developing worlds. 

This idea Isn't a metaphor or a vision, or a proposal —it’s 
a rapidly emerging reality. 

In a study of 439 cities, those with transportation congestion 
systems showed an average reduction in travel delays of 
more than 700,000 hours annually, 

A yearlong study by the U,S, Department of Energy's Pacific 
Northwest National Laboratory found that consumers within 
smart meter systems saved 10% on their power bills and 
cut their power usage by 1 5% during peak hours. 

Eight hospitals and 470 primary care clinics were able to 
improve clinical results and operational efficiency by up to 
10% through information access at the point of care. 

Leading retailers have reduced supply chain costs by up to 
30% and increased sales by up to 10%—through analyzing 
buying behaviors t aligning merchandising with demand and 
building end-to-end visibility from manufacture to sale. 

Everywhere, forward-thinking leaders are achieving near-temn 
ROl But they aro also discovering something deeper They 
are finding the hidden treasures buried in their data. 


Data is being captured today as never before, tt's revealing 
everything from large and systemic patterns — of gioba! 
markets, workflows, national infrastructures and natural 
systems—to the location, temperature, security and condition 
of every item in a global supply chain. 

Then there's the growing ton^nt of information from billions 
of individuals using social media. They are customers, 
citizens, students and patients. They are telling us what 
they think s what they !ike and want, and what they're 
witnessing, In real time. 

That's a lot of data, but data by itself isn't useful. In fact it 
can be overwhelming — unless you can extract value from 
it. And now we can」With the right tools, we are beginning 
to see patterns, correlations and outliers. 

With sophisticated mathemaTical models— we can take the 
measure of the world's informaifon and actually begin to 
predict and react to changes in our systems. New York 
has smart crime fighting, Paris has smart healthcare. Galway 
has smart water, A smart grid in Copenhagen keeps 
energy flowing. 

We've learned a lot over the past year about what it takes 
to build a smarter planet—and about the issues it raises. 
Issues tike protecting personal information and securing 
critical infrastructures, WeVe learned that we will need global 
standards across all dimensions of these complex systems. 
New skills and fields of expertise, New ways of working and 
thinking. A smarter planet also requires a profound shift in 
management and governance. 

Business leaders, policymakers and government officials 
around the world understand these challenges, and are 
stepping up to them. Above all, they realize that we cannot 
wait, cannot let this moment pass. The time to act is now. And 
the way to act is together. The decade of smart is under way. 

Let’s build a smarter planet. Join us and see what others are 
doing at ibfn.com/sfTtarterplanet 
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There area million stories about searching for gold- 
This one has a happy ending. 



This isn't about the grueling struggle of the forty-niners. Or the futility of looking for a lost city of gold- And it f s 
certainty not about a misguided king named Midas. No, this is about obtaining gold the easy way. The precise way. With 
SPDR 役 Gold Shares you can buy, hold and sell an interest in gold just like b stock. tt f s simple, cost-efficient and fully 
~backed by the real thing. You don't have to dig deep to see the beauty of a gold investment Over the 
years, rt f s not only acted as a hedge against inflation, ft's helped generations of investors diversify their 


portfolios. For the rest of the story, go to spdrgoldshares.com. Pickax and shovel not required. 
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SPDR' E 'Gold TrusKihci^ Issuer) has filed a rnglstration statement (including a pros pectus} with the SEC for the offering to which this communication relates. you invest, you should 

reatl the prospectus in that registration statement and other documents ths issuer has filed with the SEC for more complete information about the Trust and this off tiring. You may get 
thesR documents br free? by visiting EDGAR on the SEC website at www,sec,gov, Alternately, the Trust or any Authori；Rd Participant will arrange to s^ncJ you the prospectus if you request it bv 
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ECONOMICS & POLICY 
AN OCEAN OF RED INK 

President Obama on Feb. l 
presented a bad-news 201a 
budget featuring a three-year 
freeze on nonsecurity discre¬ 
tionary spending and the expi¬ 
ration next year of Bush-era tax 
cuts for families earning more 
than $250,000* Even if Con¬ 
gress accedes, the White House 
projects red ink exceeding 


$10 trillion through 2020. Slug¬ 
gish growth is exacerbating the 
problem; although the economy 
grew at a handsome 5.7% an¬ 
nual rate in the last quarter of 
2009^ economists surveyed by 
Bloomberg News expect it to 
slip back under 3% this year. In 
one attempt to fire up hiring, 
Obama called for using $30 bil¬ 
lion in TARP money for loans to 
small businesses that increase 
employment. 


PROTRACTED PAIN 

Obama's budget predicts unemployment witt remain elevated for years 
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Data: U S. Labor Df?pt., White House FORECAST 


PSST! BANK INFO FOR SALE 

Crime supposedly doesn’t pay, 
but a banker who stole data on 
Swiss bank accounts held by 
1,500 Germans will be rewarded 
with a S3.5 million payout - Ger¬ 
man authorities on Feb. 2 agreed 
to buy the illegaUy obtained 
information. The country is 
eager to prosecute the potentki 
tax evaders, who moved funds 
to neighboring Switzerland. 
Experts reckon the info could 
bring a $279 million windfall in 
tax revenue* 

THUMBS UP FOR GREECE 

Many question whether debt- 
ridden Greece can tame its raging 
deficit t but the European Union 
on Feb. 3 backed the conntry^s 
ambitious plan to chop spending 
and round up more tax revenue. 
The belt-tightening is supposed 
to cut the current 127% deficit 


Presenting the 
budget book, 
which projects 
$10 trillion in 
deficits 
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Markets uncertain. Who can help our company navigate? 


PRUDENTIAL INVESTMENT MANAGEMENT 

* $444 billion in assets under management worldwide 1 

* Strong market positions in public equities, public 
fixed income，private fixed income and real estate 

* 12th largest among 737 institutional managers (P&l) 2 

CONTACT 

Christopher Rowe, VP, Prudential Investment 
Management, at 973 - 367 - 1563 . Download 
our new report on Institutional Investing AUer 
the Crisis at www.pmdential .com/inv 


At Prudential Investment Management, we hear your SOS in these 



unprecedented markets. Let us help guide you to the solid ground you 


seek, with a century of investment management experience, deep 
skills spanning major asset classes, and sound risk management that 


has long been our hallmark. For asset management to help keep your 
company strong, PRU is The Rock® you can rely on. 




GROUP INSURANCE 



Prudential 


Who? 



© 2010 Prudential Investment Management, a Prudential Financial, Inc. company. PRUDENTIAL, PRU and the Rock logo are registered service marks of The 
Prudential Insurance Company of America, Newark, NJ and its affiliates. 1 As of 9/30/2009. 2 As of 12/31/2008, Prudential Financial was ranked the 12th largest 
institutional manager, which includes the assets managed by Prudential Investment Management. Pensions & Investments^ is a registered trademark ol Crain 
Communications, Inc. PIM-2010-0004 Ed. 1/10 
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to below 3% of CDPby 2012 ， 
though EU officials want regular 
updates after widespread audit¬ 
ing errors were found in Greece’s 
national accounts last year* 

THUNDER FROM CHINA 

Enraged byU.S* plans to sell 
i 6.4 billion worth of helicopters 
and antimissile systems to Tai¬ 
wan, Beijing on Jan, 30 canceled 
military exchanges and threat ¬ 
ened retaliation against United 
Technologies, Boeings Ray¬ 
theon, and Lockheed Martin, 
All four manufacture munitions 
intended for Taiwan, but UTC f 


which is supplying Blacktiawk 
helicopters, and Boeing, which 
makes Harpoon missiles, have 
the most at stake. UTC sells d- 
evators T air conditioners, and fire 
security systems ie China, and 
builds the frames for its helicop¬ 
ters on the mainland, too. 

STRATEGY 


The LLS. will 
sell Blackhawk 
choppers to 
Taiwan, and 
Beijing is angry 


TOYOTA IN TROUBLE 

Skeptical about its recall of 
5.6 million cars to either replace 
floor mats or repair a faulty 
gas pedal system，members of 
Congress have demanded that 


THE OPTIMISM METER 

EXPANSION UNDER WAY? 

The Meter docked in at 45 on Feb. 2 T up from 37 one week 
eaHier as a survey of Americans showed that only 36% still 
believe the economy is getting worse. Economists now 
forecast that GDP will grow by 27% in 2010. Developed 
by Bloomberg BusinessWeek using data from pollster 
YouGov, the Meter is a proprietary measure of sentiment 
and expectations, economic statistics, and market forecasts. 
It evaluates shifts in outlook among individuals, professional 
investors, and economists in the areas of U.S. economic 
growth, jobs, equity markets, and real estate. 

Calcubted using cdrtsum^r polling, eoondmic idret^sts, and financial markets 
dala; 0= lowest and 100=highest Data: YouGov, Bloomberg 8usinBa$We^k 
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Toyota back up its repeated 
claim that electronic systems are 
not to biame for unintended ac¬ 
celeration incidents. Transpor¬ 
tation Secretary Ray LaHood 
on Feb. 2 said he was ponder¬ 
ing civil penalties and advised 
owners of the recalled cars to 
stop driving them until Toyota 
replaces the accelerator pedal, 
but later backed off the state¬ 
ment. Separately, the U-S. and 
Japanese governments ordered 
investigations of the brakes 
on the carmaker’s popular 
Pritis hybrid after some owners 
complained about their lack of 
responsiveness. 
iBWi PAGE 21 B Oh, What a 
(Hideous) Feelmg H 

THE LITTLE MOVIE THAT COULD 

Director Kathryn BigeIow J s 
The Hurt Locker may already 
be this year’s big Oscar winner. 
Tied with mega-blockbuster 
Avatar at nine nominations, the 
gritty Iraq War film is expected 
to see the biggest box-office 
bounce in the weeks before 
the Man 7 awards ceremony* 
Encouraged by the nomina¬ 
tions, Summit Entertammetit 
will likely add to the mere 535 
screens on which the movie 
is currently playing. Avatar is 
playing on 3,400 U-S* screens* 

THE BATTLE FOR MEM 

Ukrainian-bom billionaire Leu 
Blavatnik, a New York-based 
industrialist with TV holdings in 
Britain, is among the finalists in 
the auction to buy debt-ridden 
MGM. He pins Hollywood play¬ 
ers Time Warner and Lions 
Gate Entertainment and cable 
baron John Malone’s 
Liberty Media in 
\ the second round of 


Bigelow with a 
Critics Choice 
award for The 
Hurt Locker 













You face increasingly criiicaf challenges 
in an unprecedented global economy. 


You return ready to take your 
organization where it needs to go 


Our three tiers of comprehensive leadership programs cultivate success at all 
levels. Each offering brings together global business leaders to turn visionary 
ideas into best management practices that deliver results. Email clp_info@hbs.edu 
to receive detailed information. Global Perspectives. Tangible Business Results. 
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bids, which could come in the 
next month. Another contender 
is hedge fund Elliot Associates, 
which bid for itself and Rela¬ 
tivity Media, a film financing 
company headed by venture cap¬ 
italist Ryan Kavnnaugh. MGM^s 


A Kindle reader: 
Amazon backed 
down after a spat 
over pricing with 
Macmi ㈣ a 打 


top assets are its 4,000- film 
library and its rights to distribute 
the James Bond films. 

TECHNOLOGY 

AN E-BOOK FRACAS 

Amazon.com played rough for 
two days—then capitulated. 

After briefly suspending all sales 
of Macmillan books, Amazon on 
fan. 31 said it would allow Mac - 
miUan, one of the largest pub¬ 
lishers of e-books, to set its own 
prices for titles on the Kindle and 
keep 70% of sales. The New York 
publisher intends to offer new 
best sellers for $12,99 to $14.99, a 
big bump up from the $9.99 that 
Amazon usually charges. An¬ 
ticipating pressure from Apple 、 
iPad, which will connect to an 
Apple digital bookstore and read¬ 
ing application, other publishers 
are expected to push Amazon to 
matcli terms, “We 


don’t like the Amazon models 
said Rupert Murdoch, whose 
News Corp. owns Harper- 
Collins, on Feb 2, 

B Amazon's E-bppk Price Rever¬ 
sal: A Mixed Blessing 11 
busi n essweek.com/m a gazi ne 

BOSTON SCtENTIRC PAYS UP 

A nasty patent fight over heart 
stents T the tiny mesh tubes 
that prop open clogged arter¬ 
ies, came to an end on Feb. 1 
when Boston Scientific agreed 
to pay $1*73 billion to lotin- 
son & Johnson’s Cordis unit* 
The spat f during which the 
two companies lobbed a dozen 
iawsuits at each other, dates 
back to 2003 and involves three 
separate patents. The rivals 
haven’t quite buried the scalpel, 
however: }&} points out in a 
statement that it is pursuing 
patent litigation over Boston 
Scientific^ Promos stents. 


IDEAS 


BEHIND THE DECLINE OF BOSTON’S INVESTMENT FIRMS 


Boston hosts an impressive array of mutual fund firms, 
and the dean of local stockplckers used to brag that he 
could do better than his brethren in New York. Peter 
Lynch of Fidelity’s Magellan Fiind wrote a book m 
19891 One Up On Wall Street^ that became a best seller. 
During Lynch's tenure, from 1977 to 1990, Magellan 
gained 29% a year, compared with the 15% return on the 
S&P500. Yet a Feb. 2 Bloomberg News report shows that 
mutual fund stalwarts such as Fidelity Investments, 
Putnam Investments, and MFS Investment Manage¬ 
ment have seen their overall share shrink over the past 
decade as traditional stockpicking has lost favor among 
retail investors and returns trailed some rivals. The three 
held 12% of the $6.9 trillion in equity and bond funds in 
December, down from 21% a decade earlier. Don Phil¬ 
lips, managing director of Mornlngstar, the Chicago 
outfit that tracks the industry, believes the bear markets 
of 2000-02 and 2007-09 dimmed the 
appeal of Lynch’s style. “The stock- Lynch, who ran 

pickers didiVt do a very goodjobof ===== 

sidestepping the two bubbles we had;’ old-fashioned 

says Phillips. stockpicking 


Investors pulled $yj billion from actively managed 
stock funds last year, according to Mornmgstar. Much 
of that money found its way into bonds, index-tracking 
funds, or exchange-traded funds — categories where 
Boston’s big firms have never been strong. The damage 
has been more than reputational t with the city’s fund 
companies cutting employment and moving jobs out of 

state to lower costs. 

Lynch, for one t 
is not prepared to 
admit defeat “Find- 
ing money managers 
who can effectively 
pick stocks has long 
been a good way for 
investors to build 
wealth, and I think 
that will be true for 
the future,” wrote 
Lynch in a Jan. 29 
e-mail to Bloomberg, 
e Bloomberg News 
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NEC GIVES RMS WHAT IT 
NEEDS- VIRTUALIZATION 
FOR REAL RESULTS. 

Revenue Management Solutions (RMS) runs one of the 
largest Microsoft® SQL Server® databases in the world 
Their global econometrics consultancy includes some of 
the world’s largest restaurant and retail chains. To 
handle the tremendous volume of data required to 
discover profit insights and provide pricing guidance 
for their clients, they've adopted virtualization solutions 
from NEC. Says John Oakes, "The reliability of NEC's 
technology lets RMS focus on growing our business/ 
At RMS, virtualization is good econometrics. 


Learn how NEC can partner with your 

解 at www.nec.com/cases/rms 


Empowered by innovation 
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Because nearly 7 million 
of you have the audacity 
to believe in one-to-one 
attention when it comes 
to your investments. 

Thank you. 


Ranked “Highest in 
Investor Satisfaction with Full 
Service Brokerage Firms •” 




Edward Jones received the highest numerical sccre among full service brokerage firms in the proprietary J,D. Pcw^r and 
Associates 2009 Full Service Investor Satisfaction Stud^T Study based, on tesponses from 4 S 4$3 itivestors measuring SI investment 
firtns and measures opinions of investors vrho used full serviee inv^stment institutions. Proprietary study tesults are based 
on and perceptions of consumers surv^y^d, in March -April 30.09, Your experiences m&yvary Visit jdpowercoin. 
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CHARLIE ROSE 

What’s the shape of the NBA as you 
approach this All-Star Game? 

DAVID STERN 

The game itself is in terrific shape with 
the young stars who were in Beijing and 
will be in the world championships — 
players like LeBron fames, Chris Bosh, 
Dwyane Wade，and Carmelo Anthony, 
And this yeax T Kevin Durant and a 
group of youngsters are improving dra¬ 
matically in Oklahoma City. 

Kevin Durant just got 41 points. 

The Bobcats are winning, Memphis is 
winning. And if you’re the commis- 
sioner, you like to see some of the W’s 
spread around. The business of the 
game, considering the economy, is also 
in excellent condition. We’re going to 
suffer only like a 2% loss in attendance 
this year in the worst economic down¬ 
turn of our lifetime. Our sponsors are 
beginning to spend again. We’ve got 
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AT THE TABLE 


CHARLIE ROSE 




DAVID STERN 
OF THE NBA 

Guns ， goodness ， 
and gambling 

The NBA All-Star Game is on Valen¬ 
tine^ Day this year, but David Stem 
is unlikely to be getting a dozen long 
stems from Washington Wizards fans. 
In one of his toughest rulings in 26 
years as commissioner, Stern suspend¬ 
ed Wizards Gilbert Arenas and Javaris 
Crittenton for the rest of the season for 
bringing handguns into the team lock¬ 
er room after ae argument over a card 
game. I talked with Stern about the 
pressure on yonng players, the leagued 
mentorship responsibilities, and the 
state of the basketball business. 
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new arenas going up—Orlando, 
here at the old Madison Square 
Garden, and of course the Nets 
will be breaking ground in 
Brooklyn. So life is good. 

How many franchises don’t 
make money? More Ilian lO? 

Oh, probably closer to almost 
15. There are plenty of corpora¬ 
tions that doiTt make money ， 
but their stock is robust and 
their prices go up. Actually, 
we J re heading into a collective 
bargaining negotiation^ and … 
we need a sustainable business 
model where every team has the 
opportunity to break even or 
make some money. We are try¬ 
ing to compress the difference 
between the highest team and 
the lowest team because what 
we’re selling is competition. 

Why do they pay eo mmission - 
ers mch big salaries? 

Commissioners have evolved into 
CEOs. In this case it’s a $4 l /i billion en¬ 
terprise with a market cap of $12 billion 
to $15 billion. We『re in consumer prod¬ 
ucts, sponsorships, events. We^reinthe 
Web business. We nui our own network. 
NBA TV is approaching 15 million 
homes. In our own way T we’re one of the 
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and pmiks- The 450 players of 
the NBA do more on average 
for their communities than any 
similai group of people any¬ 
place in the world- 

But because of who they are, 
they get a lot of attention if 
tliey do anything. 

They are attention - grabbers^ 
and they recognize that. It’s 
hard. They’re human, too. But 
they have an enormous oppor¬ 
tunity to change values. Look 
what happened when Magic 
Johnson announced he was 
HIV-positive. It changed the 
debate on AIDS in this country. 

What’s your responsibility, 
because they’re young and 
famous and making tons of 
money? 

The responsibility is to help 
guide them through these 
treacherous fields, and we do. 

Do you really do that? 

Yes, we do. If a college graduates 
most of its students but Uiree get into 
trouble, is it “Oh myGod^ that’s a bad 
college?” It’s not. You have to look at 
the masses. We have somebody work¬ 
ing with our players to complete their 


locker room was horrible and dumb 
enough without embellishing it with 
even more threatening descriptions. 

So they^ out for the season? 

Yes. Half the world will think it’s too 
severe, half will be convinced that I 
should have barred them for life . But 
you do what you think is fair on aii the 



facts. It cost Gilbert studies … of do online education about 


LOOKWHAT HAPPENED WHEN MAGIC 
ANNOUNCED HE WAS HIV-POSITIVE. 


several million dol¬ 
lars, Javaris was in 
a rookie contract, 
but nevertheless it 


life skills, tilings they need. 

Have you opened the door a little to 
legalized gambling on basketball? 


IT CHANGED THE DEBATE ON AIDS 


largest providers of reality program¬ 
ming, with l T 200,1300 episodes a year. 
There is a huge array of assets that get 
managed under this umbrella. 

The Wizards, Guns in the locker 
room* Suspended players. 

Let the record show those are all state¬ 
ments and not questions. Coumelor’ is 
there a question pending? 

When you heard about this, what did 
you say? Drawing guns in the lacker 
room of an NBA franchise? 

Well, it wasn/t exactly drawing guns. 
But the mere possession of guns in the 


cost him huge sums 
average people 
can’t identify with. 
And they were remorsefuL 

How much of all this has to do with 
fame and money and emotiotml 
immaturity? 

Our guys are very reflective of their age 
group, between 19 and 34. When I say 
there are too many guns out there— 
which is my view, not anyone else’s — 
our players axe part of that issue, NFL 
players are part of that issue. And one 
of the things !’ve always been sensi¬ 
tive to is that it’s easy to generalize and 
say ， “Well, these players are thugs and 
punks. There they are f the tattoos T the 
com rows” These players are not thugs 


Not exactly* What Fve done is ex¬ 
plained my own journey, which is going 
from [speaking out against] the legal¬ 
ization of gambling in Atlantic City … 
to now T where 46 states have gambling, 
and people are rushing straight into 
organized legal [sports] gambling. 


cessor because it is not lost on me that 
you can walk into a soccer match in 
England and place a bet in the sta¬ 
dium. I can’t imagine that happening 
in our case T but as our legally elected 
representatives begin looking for new 
sources of revenue, I fear/expect that 
sports betting is going to appear on 
their radar. -BW 


So you think it r s worth studying? 

I think itworth studying by my sue 
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BUSINESS OUTLOOK PETER COY 


U.S. DEBT: IT’S NOT DARK YET，BUT IT’S GETTING THERE 

White there are still buyers for Treasury obligations, new research suggests the U.S. may 
cross a line in 2010 that kills investor confidence—and long-term growth 


Is the U.S. approaching a tipping point with global investors? That was a natural 
question to ask on Feb, 1 after President Barack Obama released a federal budget 
that envisions big deficits out to 2020, adding to the governments already 
enormous pile of liabilities. Big debts aren J t a new problera T of course. And so 
far f despite offering near-record-low interest rates, the U.S. government has 
had no problem finding buyers for its Treasury bills, notes, and 
bonds. But with total federal debt projected to equal the size of 
America^ annual gross domestic product by fiscal 2011 or 2012 
(chart), many economists worry that investors could suddenly 
lose confidence in the U.S., demanding higher interest rates to 
reward them for the risk they’re taking. 

As Greece is discovering to its cliagrin, a loss of investors r 
confidence can quickly spin out of control. If the U.S. has to pay 
higher rates to finance its borrowing, its total interest payments 
will shoot up. At that point, the government will either have to 
cut spending and raise taxes or take out new loans to cover the 
interest on the old ones. The first solution is politically unpopu¬ 
lar and the second is lethal to market confidence. If creditors 
conclude the U.S. doesn't have the political will to get its deficit 
spending under control, they may well panic, driving rates even 
higher, pushing up interest payments furtJier T and so on in a vi¬ 
cious ajid dangerous cycle. 

In a paper published last month called “Growth in a Time of Debt/ 7 economists 
Kenneth Rogoffof Harvard University and Carmen Reinhart of the University of 
Maryland say that historically, advanced economies have slowed noticeably when 
their debt - to -GDP ratio has exceeded 90%. (That’s total debt, not just the publicly 
held portion,) According to the Obama Administration’s Office of Management & 
Budget’ the total debt-to-GDP ratio was 83% in fiscal 2009 and is 00 track to hit 



The pro¬ 
jected ratio 
of federal 
debt to 
GDP. A ratio 
above 90% 
may slow 
growth. 

Dala: OMB; Ken¬ 
neth Ragoff and 
Carmen Reinhart 


94% this year, 99% in 2011, and 101% 
in 2012. Debt could go even higher if 
the President Mis in his quest to allow 
the expiration of Bush- era tax cuts on 
families earning over ^250,000 a year 
and to freeze nonsecurity discretionary 
spending for three years. 

The U.S. experience with very high 
debt goes back to the years immedi¬ 
ately following World WajII T when the 
government tightened its belt to work 
off the costs of financing the war and 
the economy fell into recession. In an 
interview, Rogofif says investor confi¬ 
dence is more of a concern now than 
it was then. “Wartime expenditures 


come down easily. Plus, you have a 
huge labor force you can absorb, which 
boosts growth.” This time around the 
U.S. has neither advantage: There 7 s 
no easy way to cut spending T and the 
economy doesn’t seem capable of ab-* 
sorbing the huge mass of unemployed. 
So, says Rogolf, “It’s much harder to 
convince markets, as Obania will learn, 
that you really mean business.^ 

Rogoff says the threshold for the U.S. 
maybe higher than 90% this time, giv¬ 
ing a few more years of breathing room. 
Also, he says, the reaction of inves - 
tors maybe less abrupt than it was for 
Greece. StiU T he argues, “It happens 


more gently, but it has to happen.” 

Economists Nancy Marion of Dart¬ 
mouth College and Joshua Aizeoman 
of the University of California at Santa 
Cruz also see economic lessons in 
America’s immediate postwar experi¬ 
ence. But they draw a more positive 
conclmion.Ina new research paper, 
*Usmg Inflation to Erode the U.S. Pub¬ 
lic Debt" they say that average growth 
in the decade after the war ended was 
actually pretty good，Inflation was 
Iiigher^ but that wasn/t so bad, since 
inflation eroded the real value of the 
government's debt T lightening the 
burden on taxpayers. The same thing 
could happen this time. “Eroding the 
debt through inflation they write ? “is 
not far-fetched/ 7 

Far-fetched? Perhaps not. But it is 
risky. In an interview，Aizenmaii ac¬ 
knowledges that investors could quickly 
bailout if they sense that the U. S. is let¬ 
ting inflation rise on purpose. Global¬ 
ization makes it easier to shift funds to 
other countries than it was in the 1940s. 
As the financial crisis demonstrated, 
tilings can go to hell in a hurry. 1 BWi 
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VANCOUVER OLYMPICS: 

GOING FOR THE GOLD AINT CHEAP 


QR 9 


By Tara Kalwarski/Charts by David Foster 

Canada will likely spend more on the Winter 
Games than it will get back in revenue, espe¬ 


cially if construction costs are included* Likewise, NBC probably 


TV Bust: NBC Universal parent 
General Electric expects to lose 
$250 million on the 2010 Games. 

BILLIONS OF 
DOLLARS NSC PAID 



2006 AND 2008 GAMES 2010 AND 2012 GAMES 


won’t earn as much from ads as it paid for broadcasting rights. 


Data: International Olympic Committee 


$1-8 billion 

operating 
budget in Canedian 
dollars for the 2010 
Gemss, not including 
the cost of building and 
renoyatmg venues. 

DBia; Vancouver 2Q iO C*fg 帥 山响 
Gomnrmt 加 


In on the Action: An index of 36 companies that are sponsoring the 
2010 Games in Vancouver has outperformed the broad global market. 


to 


CUMULATIVE PERCENTAGE CHANGE 



MEDALS FOB THE MONEY 

Among the big countries at the 2008 Games, Australia and Russia took home the most medals per trillion dollars of GDP. 


PROFITABILITY OF OLYMPIC GAMES 


COUNTRY 

MEDALS 

OLYMPIC 

PER $1 

MEDALS 

TRILLION 

WOH 

GOP* 

200S 




18 1 47 

^4 1 40 


* Calculated using 
2008 GDP 
Data; Bloomberg, International 
Olympic Committee 




11 18 
5 28 
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Geithners 

Tormentor 

Darrell Issa won’t rest until Treasury and the Fed feil 
all about their roles in bailing out Wall Street firms 


By Robert Schmidt 

Since Newt Gingrich’s 1994 Repub¬ 
lican Revolution, House Republicans 
have been the self-appointed brawlers 
of the federal government fighting for 
their beliefs, sure, but also sometimes 
for sport. After a 2008 piimnieliiig T the 
GOP lost 21 House seats and also its 
enthusiasm for an old- fashioned scrap. 

2010, though T is a more promis¬ 
ing year for fans of political fisticuffs^ 
thanks largely to DarrellE. lssa T the 
five-term CaUforiiia Republican con¬ 
gressman and bantam-weight chal¬ 
lenger of President Baiack Obama’s 
economic policies, Issa {pronounced 
^e-siih) has exploited public anger 
over Wa ! 里 Street and focused attention 
on the Administration 汰 judgment and 
conduct during the bailout frenzy. 

Raised in modest circumstances in 
the Cleveland area during the 1960s 
(Issa's father, the son of a Lebanese 
immigrant, was a General Motors 
truck salesman who moonlighted as an 
X-ray technician), Issa says he was “a 


kid who grew up looking out at greater 
wealth and greater power. I have a 
healthy questioning of government 
and power 尸 Those on the receiving 
end of a blast from Issa—the wealthi¬ 
est member of Congress，worth about 
$250 million from the sale of Directed 
Electronics, a car-alarm company he 
started—have tended to dismiss him as 
an opportunist and bomb-thrower. If 
so, he T s an effective one. in his role as 
the senior Republican on the Over¬ 
sight & Government Reform Com- 
mittee l Issa has won party raves for 
his inquisition of Treasury Secretary 

"THERE IS NO ONE YOU’D 
LESS WANTTO GET IMTO 
A FIGHT WITH THAN 
DARRELL....HEIS OUR 
[HENRY] WAXMAN” 


Timothy F. Geithner over his role 
in the $182 billion bailout of insurer 
American International Group. ^There 
is no one you'd less want to get into a 
fight with than Darrel! Lssa,” says Sam 
Geduldig, a former House Republican 
leadership aide who is now a financial 
services lobbyist In Washington. li He 
isour Waxman/ 7 

That would be Representative Henry 
A. Waxman, the California Democrat 
and legendary pit-bull investiga¬ 
tor who is an inspiration of sorts for 
Issa. When Waxmaii ran the oversight 
panel—the current chairman is Repre¬ 
sentative Edolphus Towns (D-N.Y,)— 
Issa says he took careful notes while 
Waxman hammered away at the Bush 
Administration over the Iraq War, Hal- 
liburton T and Hurricane Katrina. 

Issa, 56, has at times out-maneu¬ 
vered Towns, who was embarrassed 
last year when his own home loans 
from Countrywide Financial, the sub- 
prime lender，became public. Last year ， 
Issa pressed the panel to vote to sub- 
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poena documents 
on the Country¬ 
wide YIP loans 
to lawmakers 
from the lender's 
new owner, Bank of America. Towns’ 
who received a mortgage via the same 
Countrywide unit that ran the program 
but denies he received special treat- 
ment T postponed a hearing claiming 
scheduling conflicts. 

So Issa^s sta^ waited by a side 
door of the committee room that day 
with a video camera and taped the 
Democrats walking away* Though it 
was unclear whether they had real 
appointments or were trying to head 
off politicai humiliation, Issa’s staffers 
used the tape to produce a video set 
to the tune of Hit the Road f Jack. The 
tape soon made the rounds online. 
Towns relented a few days later and 
issued the subpoena. 

Such tactics suggest that Issa is 
hardly a starched-collar Republican— 
and he has the rap sheet to prove it. As 
a young man, he was charged twice 
with auto theft (both times the charges 
were dropped} and. convicted of misde¬ 
meanor gun possession (lie paid a. small 
fine and did three months’ probation). 
After two stints in the Aimy T Issa’s 
brushes with the law inspired him to 
launch Directed Electronics^ which 
makes the Viper car alarm. (If you own 
one, that’s Issa’s voice saying, “Please 
step away from the car/ 1 ) 

That wealth came in handy in 2003 


Issa says 
Geithner & 
Co. “were 
disingenuous 
with us" 1 


when Issa gained national promi¬ 
nence as the key money man behind 
the campaign to recall Democratic 
Governor Gray Davis. Though he 
has long tried to be heard on issues 
ranging from immigration to Middle 
East affairs ， it’s Issa’s calls for greater 
transparency of the massive $787 bil¬ 
lion economic stimulus package 
and ongoing bank bailouts that have 


DARRELL E. ISSA，S 
REMARKABLE JOURNEY 

November 1953 ： Born m Cleveland, the 
son of a GM salesman. 

February 1980 fssa and brother William 
are arrested by San Jose (CaNt) police 
on a felony auto theft charge. They 
plead not guitty; the prosecutor asks 
for dismissal for lack of evidence. The 
brothers were previously indicted In 
1972 for allegedly stealing a Maserati in 
Cleveland. That case was also dropped. 

February 1982: Issa starts Directed 
Electronics, the maker of Viper car 
alarms. The company becomes the 
nation's largest maker of car security 
systems. 

November 2000; Issa is elected to 
the House, representing San Dtego 
County. Now ro his fffth term, he is the 
wealthiest member of Congress with an 
estimated net worth of $250 mi El ton. 

May 2003: fssa finances a recall of 
then-Governor Gray Davis, but his hopes 
to run for the office are dashed when 
Arnold Schwarzenegger enters the race. 


finally made him a national force. 

His investigations rarely turn up 
smoking guns, but that’s not the 
point. Instead he ties up his targets 
for months with hostile questions 
and subpoenas. Strategic leaking is 
also part of the package. The panel’s 
investigative reports and subpoenaed 
documents often hit the news shortly 
before a hearing, ^ You in the press are 
our greatest resource/ 7 says Issa- 

Issa says he will continue his probes 
into AIG and Countrywide- The Ad¬ 
ministration^ stimulus spending and 
the $700 billion banking rescue will 
also be an ongoing focus of the panel, 
he says. Another target: the Federal 
Reserve and its chairman T Ben Bernan- 
ke T the ^unindicted co~conspirator^ at 
the panel’s recent hearing on the AIG 
bailout, he says. 

The Ped chairman, Geithner, who 
was president of the New York Federal 
Reserve Bank at the time, and former 
Treasury Secretary Henry M, Paulson 
Jr- were slow to tell lawmakers about 
the extent of AIG aid even as they were 
beseeching Congress to pass the $700 
billion Troubled Asset Relief Program 
in 2008 t Issa says. ^They were disin¬ 
genuous with us, even if they didn’t 
outright lie.” Spokespersons for all 
three declined to comment. 

Under questioning from Issa and oth¬ 
ers, Geithner confirmed that he recom¬ 
mended paying AIG T s trading partners, 
including Goldman Sachs and several 
foreign banks, full price to unwind their 
derivatives contracts. Still, Geithner said 
he was already picked to lead the Trea¬ 
sury and thus recused from the Novem¬ 
ber 2008 decision not to publicly reveal 
the payouts. The recmal^ never fornial- 
ized in writing, speaks to Geithner^ 
character, Issa says. “That’s a Geithner 
story: He’s there for the ribbon-cutting 
and not for the cracked road.” 

Issa says there will be more rev¬ 
elations to come regarding AIG and 
Countrywide, even as critics argue it\s 
time to move on from the blame game, 
“Tarring and feathering someone is 
not going to fix this/ 1 says Bill Brown, a 
visiting professor at the Duke Univer¬ 
sity School of Law and former Morgan 
Stanley managing director. Issa seems 
to be having far too much fnn brawling 
to heed such advice. B w j 
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Why Toyota may take years to win back the confidence 
of car buyers, assuming the flurry of recalls is over 


By David Welch 


Like many Toyota owners these 
days, Bob Manke is suffering buyers 
remorse* Even before Toyota recalled 
millions of cars to repair balky ac¬ 
celerator pedals, Manke, a retired 
finance director from St, Paul, Minn T 


was growing unhappy with his 2009 
Camry, The dashboard makes a buzz¬ 
ing sound, he says, and the interior 
feels cheap. Maiike plans to ditch the 
car this fall, possibly fora Buick Regal 
or a Volkswagen fetta. It’s not that 
he is afraid that the accelerator will 


NEW BUSINESS 


get stuck and cause an accident. “I’m 
not a nervous wreck 厂 Manke says* 

It’s that he feels the overall quality of 
Toyota/s cars has slipped. ^Wililbuy 
another one? No: 

Winning back the Bob Mankes of 
the world will be tough. Toyota's most 
recent recall has affected eight of its 
most popular models. After years 
of being the benchmark for quality, 
Toyota has been losing its edge even as 
its rivals catch up. And while veliide 
recalls are fairly common，those of 
this magnitude and seriousness tend 
to stick in consumers’ minds- lt Big 
recalls like this can kill a brand, and 
there’s no way back in the short term,” 
says Maryann Keller, an adviser with 
industry consultant Casesa Shapiro, 
takes years/ 1 

DO THE RECALL RIGHT 

Making matters worse, Toyota^s 
handling of the biggest crisis In its 
history has at times seemed inept and 
plodding. Crisis specialist Michael S, 
Sitrick says companies should dispatch 
an executive to pubiicly state: “We’re 
working around the clock to find a fix.” 
In 2000 t when Ford Explorers equipped 
with Firestone tires began rolling over, 
fohnT. Lampe, then Firestone’s ILS. 
chief, went on TV to assure customers 
that his company would take care of 
them and give them new, reliable tires* 
By contrast CEO Akio Toyoda waited 
weeks before issuing ae apology^ and 
he did so only after being cornered 
by a reporter in Davos, Then Toyota 
executives contradicted one another. 
Shinichi Sasaki’ the company’s top 
quality officer, told Japanese media that 
Toyota had to be prodded to launch a 
recall; U.S. spokespeople maintained 
that Toyota was moving voluntarily. 

By late January, Toyota began issuing 
apologies and promises to do better; 
its engineers concocted a fix for the ac¬ 
celerator pedals and began rushing it to 
dealers around the world. But by then 
the company had lost control of the 
story. That became painfully apparent 
when U,S, Transportation Secretary 
Ray LaHood T testifying before the 
House of Representatives on Feb. 3, 
suggested that Toyota owners should 
stop driving recalled models until 
they had taken them into a dealership 
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for repair. LaMood reversed himself 
afterwards: “What I said in there was 
obviously a misstatemenL” 

Toyota dealerships around the U,S. 
were soon fielding phone calls from 
panicky customers. “The comment 
scared a lot of people, and it caused a 
lot of grief at the dealership〆 says Joel 
lohnson, service manager at Toyota of 
Richardson in Richardson, Tex. “The 
phones were ringing off the walL When 
a person of authority makes that kind 
of statement, people think it 7 s gold-” 
Meanwhile, some safety experts axe 
questioning whether Toyota’s remedy 
will solve the pedal problem, LaHood 
said that Iiis department is trying to 
determine whether the cause of the 
sticking accelerators is mechani¬ 
cal, as Toyota insists, or whether the 
electronic throttle system is the real 
culprit, as several class actions allege. 
He also said the U,S. government may 
seek civil damages over how Toyota 
handled the recall, 

Toyota executives say that the com¬ 
pany has not lost its ability to make 
safe, reliable cars. A few years ago, 
Toyota brass recognized that rapid 
expansion—the company doubled its 
sales between 2000 and 2008—was 
hurting quality. In 2006 the carmaker 
launched a campaign called Customer 


First to root out defects. 

But fames Lentz’ Toyota’s 
U-S. chief, conceded at 
a press conference on 
Feb. 1 that “we need to 
be vigilant. We have to 
redouble our efforts to 
make sore this doesn't 
happen again.” 

Millions of Toyota cars 
currently on the road were 
engineered and manufac ¬ 
tured before the com¬ 
pany launched its quality 
crackdown. The risk is that 
more quality problems wijl 
emerge, forcing Toyota to announce 
another embaimssing recall. Already 
problems are cropping up with the 
Prius T Toyota's iconic hybrid. On Feb. 3 
the Japanese government announced 
that it had ordered Toyota to test the 
brakes on its latest version of the Prins 
after getting complaints that they 
sometimes stop working momen¬ 
tarily at slow speeds and on slippery 
surfaces. In the U.S., according to the 
National Highway Traffic Safety Ad¬ 
ministration^ Web 
Toyota dealers site, owners of the 

were inundated ^ ^ . u j j 

..., *. 2010 Prms had filed 

with phone calls 

from panicked brake-related 

customers complaints by 


155 

million 


The estimated 
weekly damage 
to Toyota from 
lost sales since 
the recall 



Fek 3. By comparison, the 
Chevrolet Malibu got two 
complaints of any kind. 
NHTSAis now launching 
an investigation into prob¬ 
lems with the Toyota. 

All the bad news gives 
buyers another reason 
to look at other brands. 
TrueCar，a Web 1 site 
where consumers can 
research car prices, says 
that from Jan, 1 to Jan, 25 ， 
the number of people 
showing interest in buy¬ 
ing a Toyota fell 12%, 
TrueCar says Km t Ford, and Honda 
appeared to be benefiting the most 
from Toyota’s troubles, Jesse Toprak^ 
TtueCar's vice-president for industry 
trends T thinks Toyota may have to cut 
its prices for a while. “It’s not like 10 
years ago when Toyota buyers would 
just let this go/ 1 he says. ^Would 
you buy a Toyota Corolla that went 
through this recall for the same price 
as a Honda Civic ? v 

REFOCUS ON QUALITY 

One area that Toyota will have to focus 
on is how it manages its relationships 
with suppliers. Toyota says it plays a 
big role in engineering parts made by 
outside firms. But in recent years the 
company has been demanding that 
suppliers make parts more cheaply. An 
executive at a major U,S. supplier says 
Toyota has insisted that his firm make 
each generation of parts 10% cheaper. 
Analysts say the scrimping t whiie 
understandable in such a competi¬ 
tive industry，has been showing up in 
Toyota^s cars. Eric Noble，president 
of The CarLab, a California consult¬ 
ing firm，says even before the recall, 
consumer focus groups were saying 
that cars like the Chevrolet Malibu had 
better interiors than Toyotas. 

Toyota says it will more closely 
monitor quality. However, the com¬ 
pany may need to overhaul its design ^ 
engineering, and manufacturing op - 
erationSj as Ford did after the Explorer 
fiasco. Ultimately Toyota will have to 
decide if being the biggest car company 
on the pUnet is worth sacrificing the 
attention to detail that made it such a 
formidable competitor. BW 


22 1 BLOOMBERG BUSINESSWEEK FEBRUARY 15, 2010 


sfy¥lod/oiv><Hi£lLLlVHDi 










Yelp If You Don’t 
Want to Go Public 

Hot tech companies are opting for private investments 
rather than initial public offerings 


NEW BUSINESS 


Yelp’s sioppeiman have every motivation 

spurned two nch succeed. But the 

offers in hopes , , ^ , 

Of building a Met stance has softened 

giant as the average time 

it takes fora startup 
logo public has stretched to years, ac¬ 
cording to the National Venture Capital 
Assn. 11 You want [entrepreneurs] hun¬ 
gry not starving,” says NVCA President 
MarkHeesen* 


Six-year-old Yelp attracts 29 million 
unique monthly visitors, who use its 
Web site to find member reviews of local 


restaurants, plumbers, retail stores^ 
etc. The company has grown to 340 
employees^ most of them stuffed into a 
seventh-floor office in San Francisco T s 


trendy South of Market neighborhood. 
Yet Stoppelman and his crew believe 
theyVe only begun to tap the potential 
of local online advertising. Their desire 
to keep control is strong enough that 
Yelp recently turned down a $550 mil- 
lioo acquisition offer from Google and a 
bid north of $700 million from Micro- 
soft, according to two people involved 
in the negotiations. “Yelp has the 
chance to become one of the great In- 
ternet brands，” says Stoppelman. “That 
for me is the chance of a lifetime.” 


By Peter Burrows 

During the boom, Silicon Valley’s 
entrepreneurs dreamed of taking their 
companies public for aii the recogni¬ 
tion—and cash—that an initial public 
offering bestowed. But a growing num¬ 
ber of tech’s hottest startups are passing 
on the process, or at least delaying it 
indefinitely. The latest example: Jeremy 
Stoppelman, whose Yelp is one of the 
fastest-growing sites on the Web* On 
}an. 28, Yelp said it would take up to 
$10 0 million from private equity firm 
Elevation Partners to finance growth 
and let employees cash in some of their 
stock. “It might 
make sense to go 
public someday 广 
says Stoppelman. “If 
you can delay that 
day, there are plenty 
of advantages/ 1 
Three other 
startups have opted 
for similar deals m 
recent months— 

Facebook, Twitter, 
and Zynga, a rapidly 


growing games developer. What’s mi- 
usual isn T t that major investors want 
a chunk of these hotshots, but that 
they’ve agreed to spend tens of millions 
of dollars so cash-strapped founders 
and employees can pursue their visions 
without the pressure of public share¬ 
holders. “You’ve got venture guys who 
want out and employees who have no 
assets/ 1 says Lise Buyer, founder of con¬ 
sultant Class V Group- “This puts con¬ 
trol back in the hands of managements 
Letting entrepreneurs cash in stock 
used to be controversial since venture 
capitalists want the people they back to 


Yelp used Facebook’s private equity 
infusion as a model for its deal* Stop¬ 
pelman and Yelp director Peter Fenton 
from Benchmark Capita! crafted terms 
and then negotiated with Elevation. 
The infusion values Yelp at $475 mil¬ 
lion, Yelp will use $25 million for 
company investments, while $75 mil¬ 
lion will go fora tender offer to buy a 
small share of each employee^ hold¬ 
ings. That includes Stoppelman, who 
insists the money won't weaken man¬ 
agements resolve. “This isn’t going to 
change my life dramatically^ he says, 
“My head is still in the game.” 28 W 


WHO NEEDS AN IPO? 


FACE8Q0K 

Last year the company 
received $200 mitlion 
from Russia’s Digital 
Sky Technologies, 
which agreed to buy 
$100 mitlEon more in 
employee shares. 


TWITTER 

The company re¬ 
ceived $100 mMlion 
from T. Rowe Price 
and others so it coufd 
invest in servers and 
other gear to keep up 
with its rising traffic. 


YELP 

The site wiN get up 
to $100 million from 
Elevation Partoefs, 
three-quartef s of 
whrch wit! be used 
to buy employees* 
shares. 


ZYNGA 

The sociat games 
maker got $180 mil¬ 
lion from DST In 
December, with an 
unspecified amount 
of thal total going to 
cash out employees. 
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Lessons from the 
Pandemic That Wasn’t 

Swine flu is waning. Now scientists and health officials 
should be better prepared for a more serious epidemic 


By Arlene Weintraub and Andrea Gerlin 

The swine flu pandemic didn't turn out 
to be the scourge international health 
agencies predicted. On ]m. Z9 the 
World Health Organization declared 
that even though the HlNl virus is still 
spreading in parts of Europe, Africa, 
and Asia T the number of confirmed 
cases worldwide is declining* About 
H,000 deaths from swine flu have 
been reported. That’s a tragic loss ， but 
it’s a small number considering that 
the run-of-the-mill seasonal flu kills 
up to 500,000 people each year, ac¬ 
cording to the WHO* 

So what have health authorities t 
scientists, and vaccine makers learned 
from the global catastrophe that 
wasn ? t? That viral outbreaks of thin 
sort are even less predictable than sci¬ 
entists thought and that the defenses 
in place today would have been utterly 
inadequate against a more virulent 
strain. “The overwhelming expres¬ 
sion of [H1N1] was mild T lf says Gregory 
Hartl, a spokesman for the WHO in 
Geneva, ^Nowa process has been 
estabiished to help us leam.” 

The first priority, many experts say, 
is overhauling the antiquated vaccine 
production system* The current tech¬ 
nology, which involves 
growing flu vaccines in 
eggs T is so cumbersome 
that drugmakers have to 
start in February to en¬ 
sure they’ll have enough 
for the following fall. 

HlNl didn’t emerge un¬ 
til April 2009, forcing 
the Centers for Dis¬ 
ease Control and drug 
companies to scramble. 

There was too little 
of the vaccine when 
the vims was peaking, 
and too much when it 


started to wane. “We’re very limited 
by this egg technology, and we T ve been 
working on the issue since 2006,” says 
Dr. Stephen C, Redd, director of the 
CDC’s influenza coordination unit- 

MANY BOTTLENECKS 

Companies and universities are racing 
to upgrade the approach. Baxter In¬ 
ternational, for example, tested a new 
cell-culture technique and was able 
to begin producing vaccine in just 12 
weeks 7 once it had the vims specifica¬ 
tions from the CDC. Baxter sold some 
of the vaccine in Europe and is working 
to get its technology approved for use 
in the U,S. Similarly, Texas A&M Uni¬ 
versity System is breaking ground on a 
manufacturing research plant that will 
house several different vaccine-mak¬ 
ing technologies—any of which could 
be started up on the fly and adapted to 
whatever pathogen comes along. 

Manufacturing is just one bottle¬ 
neck. When the swine flu vaccine 
finally became available last falI T some 
doctors had no clue how much they 
would get or when it would arrive—if 
even Many states opted for mass- 
vaccination clinics, then failed to move 
high-risk groups such as pregnant 




women and health workers to the head 


of the line- Jeanne S. Ringed a senior 
economist for the RAND Corporation 
who studies pandemics, was surprised 
by the poor preparation at the vaccina¬ 
tion clinic near her Los Angeles home. 
Even though clinics were supposed to 
focus on priority patients, “they didn’t 
turn anyone away/ 1 she says* 

McKesson, which worked with the 
CDC to get the HlNl vaccine to clinics, 
had just eight weeks to build a new dis¬ 
tribution network, says Jeff Reinke r a 
vice-president at the company. Orders 
came from states through the CDC and 
then to McKesson—a process the com¬ 
pany realized was too slow, McKesson 
tightened its packaging and shipping 
time lines* In an e-mail, Reinke said he 
welcomes the CDC^s input on continu¬ 
ing to improve the process. 

Flawed communications also sty¬ 


mied vaccination efforts* Many people 
at high risk were afraid to get the HlNl 


vaccine because they thought it was 
unproven. In reality, 
FitJ vaccines are it was manufactured 


produced from 
viruses grown in 
eggs—a slow and 
laborious process 


just like the seasonal 
flu vaccine and tested 
enough to reassure 



z 
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the Food & Drug Administration that 
it was safe* Responding to misconcep¬ 
tions, the American Medical Assn, 
launched an educational Web site and 


December report, they said 
actual sales may be as much 
as lower. France has cut 
back its orders to Novartis 


Vaccination 
dimes sometimes 
failed to give 
high-risk people 
priority 
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ityis low，children make up 
many of the victims. And 
even though next year’s sea¬ 
sonal flu vaccine will likely 
include protection against 
swine flu, virulent new 
strains could emerge. 

As scientists puzzle over 
epidemiological ques¬ 
tions, the WHO has been 
accused of unnecessarily 
fanning public fears* One 
critic is Wolfgang Wodaxg，a 
doctor and former German 
parliamentarian who is on 
the Council of Europe, an 
organization in Strasbourg, 
France t that promotes 
human rights. During a 
fan. 26 council meeting, 
Wodarg accused the WHO 
of fabricating a pandemic 
that led to Mttle more than 
revenues for the pharma¬ 
ceutical industry. If was, he 
said through a translator^ 

H dangerous nonsense.” 

The WHO’s Dr. Keiji 
Fiikuda, who also spoke at 
the hearing, defended the 
agency^s response. Flu poli¬ 
cies and responses recom- 


AMA members hopped on YouTube, 
Facebook T and Twitter to reassure the 
public. Next time, consumer outreach 
needs to start earlier and be more 
aggressive, perhaps including TV 
ads, says Mary Anne McCaffree, an 
Oklahoma City pediatrician and AMA 
board member. “The bottom line is r 
we came, we saw, but Vm not sure we 
conquered/ 1 McCaffree says. 


and Sanofi. And on fan. 26 ， 

Novartis T vaccine chief T Andrin Os- 
waldj said 2010 sales ofHiNi vaccine 
would be less than half of the $1 billion 
the shot generated in 200 9. 

Even with infection rates dropping, 
many fin experts are concerned about 
some facets of swine flu. While mortal- 


mended by WHO “were not 
improperly influenced by the pharma¬ 
ceutical industry,” he said in a state¬ 
ment. But, he added, ^there is much to 
learn about how the world can improve 
its handling of such events." i bw 
^Wi£h Dermot Doherty 
and Phil Serafino 


Some miscues came from the WHO. 
It initially assumed each patient wouid 
need two shots to get protection. One 
dose proved adequate for adults’ which 
meant that most European countries 
had enough vaccine on hand to im¬ 
munize all their residents. But because 
of confusion and public apathy’ those 
1 countries ended up protecting no more 
^ than 10% of their populations* 

As for vaccine makers, Morgan Stan- 
I ley analysts initially predicted the three 
S largest — Novar ti s, Saiiofi-Aventis, 

_ and GlaxoSmithKline — would sell a 

I combined $5.3 billion of vaccine during 

E the six months ending Mar. 31. In a 


Business 


Exchange 


Read, save, and add content on BW’s Web 2.0 topic network 


WeVe Not Ready 

Are the surveillance systems the U.S. government uses to track diseases adequate to 
protect the public during a pandemic? Not exactly, conclude researchers from the 
RAND Corporation in an article in the journal Disaster Medicine and Public Health 
Preparedness. The authors examined six systems for disease monitoring and found 
shortcomings. In one case T for example，there was a three-month lag from when a 
safety issue affecting a flu vaccine was reported and when it was investigated u Were 
a potential safety signal to be defected with the use of pandemic vaccine, several 
months would be far too long to provide the needed in formation to health officials or 
to reassure the public^ the authors write. 



To read the full paper, go to http^/bx.businessweek.com/swine-fIu/reference 
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THE HUNT FOR YIELD 

As money has flooded the debt 
markets, yields have fallen 


HIGH-YIELD 6 ⑽ D 
SPREADS OVER 
TREASURIES 


j 廬 
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"Bank ol America Merrill Lynch 
U S. High Yield Master II Index 
Data: Bloomberg 


Wall Street’s 
New Flight to Risk 

With interest rates at rock bottom, investors are 
embracing exotic bonds—and using leverage again 


By Shannon 0. Harrington, Pierre Paulden t 
and Jody Shenn 

Even as Washington continues to mil 
against Wail Street for its role in the 
economic collapse, investors are once 
again turning to the kind of financial 
exotica that pumps up returns, and oh 
yes’ risk. “While [risk is] not back to 
the eye-popping levels of 2007, inves¬ 
tors have short -term memories,” says 
Jason Mudrick, chief investment of¬ 


ficer of Mudrick Capital Management 
in New York. 

IKs natural that money manag¬ 
ers would be shedding their caution 
right now. The Federal Reserve has cut 
interest rates to the bone. Meanwhile, 
investors have rushed into debt mar¬ 
kets* A record $155*3 biiiion poured into 
U.S- bond funds in 2009, according 
to research firm EPFR Global. All that 
cash is pushing down yields and raising 


frustration* Yields on junk bonds have 
fallen to 6.5 percentage points above 
Treasuries, from 22 points at the height 
of the crisis in December 2008. 

Hence the renewed appetite for 
fancy securities with alluring inter¬ 
est rates. After a two-year hiatus’ 
“payment-in-kind” bonds are making 
a comeback. The 
bonds, which allow 
cash-strapped 
borrowers to issue 
more debt to make 
their interest pay¬ 
ments, helped fuel 
the private equity 
dealmaking frenzy 
when times were 
good. Hedge funds 
and other inves¬ 
tors have picked 
up $1,85 billion of 
them since late 
last year, Johnson- 
Diversey Holdings 
sold $250 million of 
the bonds in November. The clean¬ 
ing supply maker will be able to use 
cash or debt to pay its 10,5% inter¬ 
est for five years. Three weeks later, 
Wind Acquisition Holdings Finance^ 
parent of Italy’s third-largest mobile- 
phone company, raised $1.1 biiiion 
under similar terms. There was such 
demand that Wind Acquisition upped 
the size of its offering by 50%- “Six 
months ago I wouldn’t have imag¬ 
ined being able to do this deal/ 1 says 
Karim-Michel Nasr，head of corporate 
development at Weather Investments, 
Wind’s holding company, m anis- 
suer^s market 尸 

Tlie upside for companies is that they 
can conserve cash during lean times. 

But they also keep piling on debt. If a 
business ultimately goes bust, creditors 
will face even larger losses* 

That is what/s worrying investors 
who bought similar bonds back In the 
good old days, three years ago. In Oc¬ 
tober 2007, buyout firms KKR andTPG 
paid $43 billion for TXU t the Dallas- 
based company now known as Energy 
Future Holdings. The electricity pro¬ 
vider sold $4.25 billion of payment- 
in-kind bonds to help finance the deal, 
the largest private equity takeover 
in history. Energy Future has made 
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some interest payments with debt md 
currently owes $4,75 billion on the 
securities. The bonds are trading at 
less than 77^011 the dollar, according 
to Trace, the price reporting system 
of the Financial Industry Regulatory 
Authority. Lisa Singleton, an Energy 
Future spokeswoman, says the debt al¬ 
lows the company to maintain liquidity 
and increase financial flexibility. 

Recent bond buyers say they 're be¬ 
ing cautious，paying close attention to 
the fundamentals. “Is it the early signs 
of froth and excess? ,J says William 
Cnnningham, global head of credit 
strategies and fixed-income research 
at State Street’s investment unit. “Not 
when you look at the numbers" 

Then there are derivatives. Some 
banks are again pushing the simplest 
forms of synthetic collateralized debt 
obligations that bet on the severity of 
corporate defaults. Morgan Stan¬ 
ley and Bank of America strategists 
recommended such investments to 
clients in December. “Most people we 
speak with are taking a very cautious 
approach" says SivanMahadevanj a 
Morgan Stanley derivatives strategist. 
“What you don’t want is for investors 
to jump in indiscriminateiy^ While 
the banks say such instniiDents help 
companies raise capital, former Ped- 
erai Reserve Chairman Paul Volcker 
has blamed complex derivatives for 
taking the financial system to the 
“brink of disaster^ 

Leverage is also on the rise. Inves¬ 
tors who buy mortgage securities 
backed by jumbo home loans now 
can borrow as much as $10 for every 
$1 in capital, amplifying returns. 

While a healthy economy needs some 
leverage ^ there a dark side. As asset 
values plunged in 2007 and 2008 y 
hedge funds that relied on borrowed 
money were forced to dump holdings 
or were wiped out altogether^ such as 
London-based Peloton Partners, u Vve 
got to be honest, leverage coming 
back this quickly is a little frighten- 
ing/’ says Jim Shalicross, who oversees 
$12 billion in bonds at Declaration 
Managements Research in McLean, 
Va. “ You can't assume everybody is 
going to do stuff rationally^ 1 bwi 
-With Bryan Keogh, John Glover, and 
TaraKalwarski 


Stretching 

Every 

Rupee 

India is grappling with its 
worst inflation in a decade 


By Bruce Einhorn and Cherian Thomas 
Movie night and restaurant meals are 
out for Yinod Kumar. As prices for 
sugar T onions，and other staples have 
surged after poor monsoon rains dam¬ 
aged harvests, Kumar has been forced 
to cut back to keep food on the table foi' 
his family of four, “It's never been so 
bad in my working life r n the 35-year- 


cember, could hit double digits within 
two months, predicts brokerage CLSA. 
That would spur even higher consumer 
prices and dent the spending power of 
ordinary Indians- 

India’s central baiik governor, Duv- 
vuri Subbarao, is trying to cool things 
down. To lower the amount of capital 
available for lending, the Reserve Bank 
of India on Jan, 29 increased the cash 
reserve ratio for banks (the minirmim 
they have to keep on hand) by 0.75 
percentage points, to 5.75%. Tighter 
interest rates are probably next. The 
bank has moved from “managing the 
crisis to managing the recovery,” Sub- 
barao told reporters on Jan. 29, 

Despite Indians thriving tech sector, 
it remains beholden to the vagaries of 
the monsoon. Less than half of India’s 
fields have irrigation^ so a drought last 
summer led to food shortfalls in several 
states. Poor railroads and highways 
make it tough to transport food, lead¬ 
ing to shortages and 
higher prices in many 
cities. “You don T t have 
enough roads, you don't 
have enough railroads r 
you don’t have enough 
ports, says Nikh- 
ilesh Bhattacharyya, 
an economist with 
Moody’s Economy.com. 
“That amplifies any 
price shock/ 1 

Rising prices area 
big headache for Prime 
Minister Manmohan 
Singh. In the past 15 
years ^ Indians have 
ousted two national 



a drought has old mechanic says as 

sertt food prices he shops at Banga- 

spiratmg lore^s Jolmson Mar¬ 
at markets f 

across iDdia ket ， a century-old 

tangle of food stalls. 
It T s not just food that^s getting more 
expensive. Inflation in India is at a 


decade high, with consumer prices 
rising faster than in any other major 
economy. Industrial output in Janu¬ 
ary increased at the fastest pace in 17 
months，pushing up prices for raw 


governments after inflation eroded 
spending power. Higher interest rates 
will make it harder for companies to 
expand, and with the budget deficit 
at a 16-year high, the government 
can scarcely afford to boost spending 
on infrastructure. Indian companies 
meanwhile, fear higher labor costs. 
“The rise in food prices will have a 
cascading effect,” saysM-S- Unnikrish- 
nan 5 managing director of Thermax, 
a Pune - based maker of heating and 


materials. Cotton has jumped by 13% 
since October，while other commodi¬ 
ties are rising East. The benchmark 
wholesale price index T up 7,3% in De¬ 


cooling equipment. a We can't keep 
paying people the same amount if their 
cost of living is increasing^ BW 1 
-With Natalie Obiko Pearson 
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What’s More Golden 
Than Gold 

While many metals have lost their luster, platinum and 
palladium are poised to shine this year 


By Steve LeVine 

Gold is nice，but nothing says “I love 
you” like platinum. That’s not some 
Valentine’s Day pitch from a jew¬ 
eler. While last year’s rally in metal 
seems to have petered out, prospects 
for platinum, along with palladium, 
remain bright. Used mainly in cata¬ 
lytic converters that curb the smog 
emissions of vehicles’ platinum and 
palladium chalked up price increases 


of 56% and 117%, respectively^ in the 
12 months ended Nov. 30. Analysts 
believe prices could go higher still this 
year, thanks to the fan. 8 launch of two 
U.S■ exchange-traded funds that make 
direct purchases of these metals, there¬ 
by influencing their price. The funds 
booked ^486 million in investments in 
tliree weeks of operation. “The poten¬ 
tial growth is huge/ 1 said Suki Cooper ， 
an analyst with Barclays Capital. 


The upside in other precious metals 
may be more limited this year- Goid 
and silver rose 24% and 50%, re¬ 
spectively, over the 12 months ended 
Nov. 30 as investors sought refuge 
from the global economic crisis- But 
prices have since retreated as the dol¬ 
lar strengthened. 

This year’s losers are likely to be so- 
called base metals. Copper and zinc’ 
for instance, were up 139% and 112% 
in 2009 on expectations that stimu¬ 
lus spending would spur demand for 
industrial raw materials. But prices 
reversed course in January as gov¬ 
ernments moved to curb spending. 
Forecasts for these metals are all over 
the map. There is consensus on one 
point, though: The strength and speed 
of the recovery—particularly in places 
like China and Brazil—will be the main 
driver of prices this year. 1BW! 


TOP PRODUCERS 1 SHARE OF WORLD OUTPUT 


COPPER 
Chile …■…34% 


With invento¬ 
ries overffow- 
ing, a global re¬ 
covery wit! not 
be sufficient 
to support the 
price of copper, 
a metal used 
in electron¬ 
ics, cars, and 
refrigerators 


SILVER 

Peru ■.… ■…19% 


A safe-harbor 
metal, silver 
could enjoy 
a significant 
price increase, 
but not untH 
2011 


PLATINUM 
S, Africa. …78% 


Prices continue 
to rise, partly 
because of 
a rebound in 
sales of auto- 
mobiles 



PALLADIUM 
Russia …… 50% 


NICKEL 

Russia.. 20% 


ZINC 

China ……. 2S% 


GOLD 

China. .12% 


Exchange- 
traded funds 
are buoying the 
price of this 
precious metal ， 
with potential 
for another 
good year 


The safe harbor 
of choice, gold 
still has room 
to move up m 
the second half 
of 2010 as risk- 


averse inves¬ 
tors continue 
to buy 


Used to make 
staintess steel, 
nickel may buck 
the downward 
trend in base 
metafs as sur¬ 
plus inventories 
have bean 
whittled down 


Large global 
inventories 
will forestall a 
rebound \n zinc, 
used in the 
manufacture 
of rubber and 
chemicals 
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Berlusconi vs. Murdoch: 
Porn as a Pawn 


Rules that limit adult programming are just one way 
Italian regulators are helping Silvio and hurting Rupert 


By Carol Mattack 


Two contestants battling over a jackpot 
worth billions. Political intrigue and a 
dash of X-rated spice. Nope, it’s not a 
reality show. It’s a clash between media 
titans Rupert Murdoch and Silvio Oer- 
lusconi for supremacy in Italian TV_ 

The brawl pits Murdoch’s satel¬ 
lite pay-TV outfit Sky Italia against 
Mediaset, the country’s dominant 
private broadcaster’ founded by Ber¬ 
lusconi long before he became Prime 
Minister. Since its launch io 2003, Sky 
Italia has become a formidable rival, 
offering everything from Hollywood 
blockbusters and sports to pom. 

Lately，Sky Italia has been strug¬ 
gling. Although it has more than 
47 million subscribers and controls 
about 90% of the Italian pay-TV 
business, the company on Feb. 2 said 
that during the fourth quarter it lost 
$30 million and shed 63^000 custom¬ 
ers, its first-ever net subscriber loss. 


Regulators are adding to Sky Italia’s 
woes. Last year the Berlusconi govern¬ 
ment doubled the value- added tax on 
pay TV, That raised the cost of a Sky 
Italia subscription by 10% but didn’t 
affect Mediaset^ over-the-air service. 
Starting this winter’ regulators plan 
to cut the ads allowed on pay TV from 
a maximum of 1 8% of airtime to 12% 
in 2012, Broadcast channels such as 
Mediaset^, meanwhile，will be permit¬ 
ted to boost ads to 20% of airtime from 
18%* Regulators say broadcasters need 
advertising more than pay-TV provid¬ 
ers because they don’t get subscription 
fees- And in January the government 
said it would ban adult programming 
between 7 a.m. and 11 p.m. to keep 
children from seeing porn. Sky is Italy’s 
biggest purveyor of X-rated TV, reaping 
$62 million a year from such fare. 

The avalanche of new regulations 
has Sky Italia crying foul* The compa¬ 
ny says its parental controls keep kids 


away from adult programming* And the 
ad limits would squeeze the company’s 
fastest - growing revenue source, Sky 
Italia Vice-President Andrea Scro- 
sati told reporters in Rome on fan, 26 T 
after testifying against the restrictions 
before a parliamentary committee. 
“There was no need to interfere in the 
classic process of supply and demand.” 

LURID REPORTING 

The two camps have been sparring for 
months, Berlusconi has accused the 
Kmes ofLondoTij owned by Murdoch's 
News Corp。of lurid reporting on his 
private life in retaliation for the pay-TV 
tax hike. ^Unfortunately with the VAT 
episode there was a breakdown in rela¬ 
tions with the Sky group/ 1 the Prime 
Minister said on a Mediaset chan¬ 
nel last summer. Berlusconi remains 
Mediaset’s controlling shareholder, 
though he has handed over manage¬ 
ment to his son. In September, Sky 
Italia sued Mediaset after it refused to 
accept Sky’s advertising. An Italian 
court in October ruled that Mediaset 
had violated competition laws to help 
Mediaset Premium，a pay-TV business 
it launched in 2005, Mediaset didn't 
respond to requests for comment. 

Mediaset Premium maybe Sky 
Italians biggest problem. The service 
added some 700 T 000 viewers last year ， 
says Claudio Aspesij an analyst with 
Bernstein Research. Mediaset Pre¬ 
mium used to concentrate on pay-per- 
view soccer but now offers broader 
programming, including the Disney 
Channel and big-studio films. “They 
have found ways to fight back’” Aspesi 
says. With few ads and no pom chan¬ 
nels, Mediaset Premium won't suffer 
much from the recent rule changes. 

Could Murdoch still win? He has 
potential allies, including ESPN and 
the Discovery Chanod t which run 
programming on Sky Italia and will be 
hurt by the ad limits. And Berlusconi 
can’t mle forever. But fames Walston, 
a political scientist at the American 
University of Rome, says the odds 
favor Mediaset. ^Berlusconi is fighting 
from an entrenched position 厂 he says. 
“Murdoch will have to fight through 
European regulators and the Italian 
courts* That could take a decade 尸 1 BWi 
-With Steve Scherer in Rome 
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NEW BUSINESS 


Reading Keynes 
In Tehran 

A group of Iranian executives is determined to build 
a modern B-school for their country 


itself He points to the stock listings of 
state businesses, mcluding Telecom¬ 
munications Co. of Iran and the giant 
Mobarekeh Steel Complex. As for 
President Malimoud Ahmadinejad, the 
school has obtained a letter of support 
from a presidential aide. Piroiiz also 
lured some top names in Iranian busi¬ 
ness to the school’s board, inchiding 
Parviz Aghilli, founder of one of Iran's 



By Stanley Reed 

Most Saturday mornings a small group 
of Iranian professionals and entrepre¬ 
neurs gathers either in a small office 
on London's New Bond Street or in a 
Tehran villa to talk about a school that 
doesn't exist yet. This fall, though ， 
after two years of planning，they hope 
to open Iran’s fii\st modem business 
school’ ail event they hope will boost 
their country’s development. 

The Iranian Business School Project 
has hired a dean (who for personal 
reasons asked not to be identified} and T 
despite Iran T s turmoil，intends to offer 
executive education courses starting in 
October. A full - fledged master's pro¬ 
gram would follow in two to four years. 
Iran has a dozen other B-schools, but 
this one will be designed to meet the 
standards of the world’s best manage¬ 
ment programs. “If Iranis going to 
have any role in the global economy, it 
needs people who can manage compa- 
nies, r, says Rouzbeh Pirouz，a London 
and Tehran- based entrepreneur and 
the project's chairman. 

Pkouz, 37 r is one of the few Iranians 
to run successful firms in his coun ¬ 
try despite the red tape and isolation 
that burden businesses there. Born 
in Tehran, Pirouz left with his fam¬ 
ily at the time of the 1979 revolution. 
He grew up in Vancouver’ British 
Columbia^ earned a college degree at 
Stanford，and went onto Oxford as a 
Rhodes Scholar—where,ml999, he 
co-founded Mondus^ a Web procure¬ 
ment company for small business, 
which he later sold to Telecom Italia 
for $350 million. 

Looking for hLs next act T Pirouz found 
himself drawn back home despite the 
warnings of friends that Iran was a bad 
place for business- In 2005 he started 
Turquoise Partners，which manages a 
stock fund as well as a private equity 


unit. Turquoise, with 
more than $100 mil¬ 
lion under manage¬ 
ment, offers outsiders 
a rare chance to invest 
in the Iranian stock market. In the 
12 months through Dec. 31, Turquoise's 
Portfolio One fund returned iS^fcin 
dollar terms. In setting up the funds, 
Pirouz showed deftness in handling the 
regime while keeping his employees 
and colleagues fired up for the ven¬ 
ture. ^Ronzbeh/ 1 says KatyPalizban, 
a member of the project ’s board and a 
former Goldman Sachs banker, 11 has an 
incredibie ability to inspire loyalty.” 

Much of the Iranian economy 
remains in tlie hands of the state. But 
Pirouz believes that over time the 
country’s pragmatic side will assert 


few private banks, 
Iran's existing 
business schools 
can’t meet all the 
country r s needs. 

They have room for 
only 500 studentSj 
which means too 
many top applicants 
get turned away. 
Many of those who 
do get MBAs end up 
leaving the country, 
contributing to Iran’s 
brain drain . The 
curriculum of the 
existing B-schools 
doesn't offer the lat¬ 
est thinking in such 
subjects asst rat* 
egy T finance T career 
development, and 
succession planning. 

The new school 
will greatly expand 
Iran's pool of busi¬ 
ness graduates by 
offering places for 
250 students in each class* It plans to 
hire faculty from the West and in some 
subjects will employ the Harvard case- 
study system. One model, according 
to Michael Hay, a London Business 
School professor and special adviser to 
the project T is the decade-old Indian 
School of Business in Hyderabad, which 
taps the wealth of overseas Indians and 
recruits faculty from the many Indian 
B-school professors working abroad- 
The project has been a tough slog. 

A year ago the founders thought the 
school might endup in a small town on 
the Caspian Sea after learning that no 
new licenses were available for schools 
in Tehran. Eventually the Tehran 
license came through. Crisis averted. 
There are sure to be others, though, 
before class is in session, bw 


Pirouz has 
showrt deftness 
in dealing with 
the Ahmadme|ad 
regime 
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There are moments in life 


when sound bites just won’t do. 
Moments when you want to know ， 
really know. 

And for that you need to go 
beneath the headlines 


and beyond the chatter. 


That’s where we live. 



PT 




Where tireless research reveals not just facts ， 
but opportunities. 

Where you’re exposed to perspectives 
that enable you to make the right choices 


for your family ， 
your career^ 
your life. 

To live every day 
informed ， 
prepared ， 
inspired. 


live in the know 













iMESS 


By Roben Farzad 

Klustration by Matt Mahurm 


The iPhone has 


swamped its 
data network 
and sparked 
a consumer 


In mid-December, Fake Steve 
Jobs, the alter ego of widely 
read journalist and blogger 
Dan Lyons, posted the fol¬ 
iowing appeal to his fellow 
members of iPhone Nation: 
“On Friday, Dec. 18, at noon 
Pacific time, we will attempt 
to overwhelm the AT&T data 


rebellion. What 
can Me Bell do? 


network and bring it to its knees. The goal is to have every 
iPhone user (or as many as we can) turn on a data-intensive 
app and run that app for one solid hour. Send the message to 
AT&T that we are sick of their substandard network. … Join us 
and speak truth to power Soon thousands of hooligans—or if 
you prefer, frustrated customers paying AT&T as much as $150 
per month—took to Twitter and Facebookto join up* 

Operation Chokehold might have been a landmark con¬ 
sumer uprising had the federal government not stepped in* 
Two days before the planned protest, Jamie Barnett, the Fed¬ 
eral Communications Commission's chief of public safety and 
homeland security, issued a statement warning that to ^pur¬ 
posely try to disrupt or negatively impact a network with ill- 
intent is irresponsible and presents a significant public safety 
concern.” Doing so could interfere with 911 calls. Fearing a 
boomerang of negative publicity, the Chokeholders called off 
the stunt, but the popular backlash against AT&T raged on* On 
the Dec.20 broadcast ofNBC^s Saturday Night Live, Weekend 
Update anchor Seth Meyers noted that Googk’s new phone 
might pose a threat to Apple’s iPhone and added: ^Alsoachal- 
iengeto the iPhone: making phone calls.” 

AT&T has stumbled into a quagmire. When it secured ex¬ 
clusive rights to support Apple’s iPhone on its wireless net¬ 
work in June 2007^ investors hailed the deal as a masterstroke. 
Here was stodgy, safe AT&T positioning itself to gulp profits 
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THE TRUTH 
ABOUT BANDWIDTH 

Wireless operators are 
struggling to keep up with 
demand as more people 
use then phones to check 
Facebook and watch videos 
online. Here are estimates 
of how much bandwidth is 
used per person for various 
activities on different phones. 

One megabyte is roughly 
equivalent to one digital 
book, 45 seconds of music, 
or 20 seconds of medium- 
quality video. 


100 MB 



Phones such as the Motorola 
Razr are used primarily to 
make calls, and they consume 
tittle bandwidth even for Web 
activities because they have 
stripped-down Web browsers. 

Voice Calls: 4 MB per hour 
Web Browsing: 4 to 5 MB 


185 MB 



Smartphones such as 
Research (n Motion's popular 
BlackBerry are used for phone 
calls, e-mai^ and light Web 
browsing. 


Voice Calls: 4 MB per hour 
Web Browsing: 4 to 5 MB 



Advanced smartphones, 
including Apple’s iPhone and 
Motorola's Droid make it easy 
for people to surf the Web and 
watch online videos, leading to 
much higher bandwidth use. 

Voice Calls: 4 MB per hour 
Web Browsing: 40 MB 
Net Radio: 60 MB 
YouTube Videos: 200 MB 


560 MB 


"Estimated Data: Chetan Sharma Consulting 


from a cutting-edge technology. But AT&T and Apple vastly 
underestimated the iPhone’s appeal. At launch, Real Steve 
Jobs said he'dbe happy if the device could grab l % of the global 
cell-phone market, or about 10 million units for 2008. Instead, 
Apple has sold at least 42,4 million—25.1 million in 2009 alone, 
34% of the global smartphone market. AT&T, which markets 
the iPhone in theU.S M simply can,t handle the traffic. 

Making matters worse is the proliferation of “apps T ” those 
bandwidth-sucking programs that make smartphones so 
much smarter (table). According to Apple r iPhone users have 
downloaded at least 140,000 different appsa total of 3 billion 
times. Watching broadcasts of Major League Baseball games 
and studying the globe via Google Earth on a palm-size device 
feels like a promise from the future, but the networks deliver¬ 
ing all this data are still just catching up with the present. “We 
expected this was going to open up a new level of engagement, 
and we knew we^d be successful in the market, says AT&T 
Operations President fohn Stankey. i； We missed on our usage 
estimates" Case in point: R’s not atypical, he says T for 80% of 
a college football crowd to be using their iPhones* 

The rise of iPhone Nation-with its media - savvy and data- 
greedy citizenry—has left AT&T with a tough set of options. 
It could significantly upgrade its network to handle all the 
new demand, but that would cripple profits. It could charge 
more for network access or limit what customers can do on 
their phones, but that wouid enrage the all-you-can-eat 


subscriber base as we】l as Net Neutrality types who seek to 
prevent telecom companies from dictating customers’ op¬ 
tions. It could permanently halt iPhone sales in overcrowded 
markets, but that would bring more mockery, not to mention 
place AT&T in the unusual position of denying consumers ac¬ 
cess to a product it doesn’t even make. 

To keep its uneasy equilibrium, AT&T is trying a little of 
everything: [th marginally increasing capacity while trying 
to squeeze network hogs and subtly reshape the definition of 
Net Neutrality, 

BLOWING KISSES 

So far the gambit has paid off. On Jan. 28 r AT&T said its 
fourth-quarter profit had risen 26% from 2008 and that it 
had added 7.3 million wireless customers id 200% equaling 
its most ever in a single year. What T s more, Apple hasn't lost 
faith; when it unveiled its iPad tablet PC m January，it said it 
had given AT&T the exclusive right to provide data service. 
But this time Apple has stipulated that AT&T can^t lock cus¬ 
tomers into service contracts for the iPad T making it easier for 
them to bail if another carrier starts offering service. 

That’s where rival Verizon comes in. The New York-based 
carrier has been blowing kisses to iPhone users for months, 
signaling that it T s ready to serve them as soon as Apple wants 
to make a deal. Verizon is already racing ahead of AT&T in 
upgrading its slow copper wires to fast fiber-optic lines 


SUPERPHONES 


SMARTPHONES 


FEATURE PHONES 


ij 
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that carry FiOS, its bundle 
of telephone T Internet, and 
television services. By con¬ 
tras t T AT&Ts competing U- 
Verse service t which runs 
over a patchwork of fiber¬ 
optic and copper wires, has 
gained little traction. The 
iPhone was supposed to 
be the great equalizer for 
AT&T，but since the launch 
in 2007, AT&T's stock has 
underperformed Verizon's 
by 12 percentage points and 
the Standard & Poores 500- 
stock index by six. 

For AT&T CEO Randall 
Stephenson, managing one 
division for growth and an¬ 
other for costs is “a delicate 
and very tricky balance/ 1 
says Zhiping Zhao T a tele¬ 
com specialist with New 
York-based research firm 
CreditSights. “And if AT&T 
doesn’t find that balance T it 
doesn't grow.” Adds Gerard 
Hallaren，director of re¬ 
search at TownHall Invest¬ 
ment Research in Littleton, 
Cola: “It’s a juggling act，’ 1 
AT&T says the usage issue 
is broader than one company, lt l don't think there’s been any 
significant shift in consumer technology that hasn’t come 
with growing pains/’ says Stankey. “Think back to America 
Online and busy signals* It’s not that these problems can^t be 
solved—it^ that mobile is a different garnet 


TABLET COMPUTERS 


Devices such as Apple's newly 
unveiled iPad are likely to send 
data use even higher The 
iPad will chew up even more 
bandwidth than the iPhone 
because of its larger screen. 

Web Browsing: 

50 to 60 MB per hour 

Net Radio: 60 MB 

YouTube Videos: 

300 to 400 MB 


800 to 1,000 MB 


MA BELL IS BACK 

Today’s AT&T, with nearly 300,000 employees and an¬ 
nual sales of $124 billion, is in some respects a remarkable 
turnaround story. After the historic dis¬ 
solution ofMa Bell in 1984, Southwestern 
BeU (SBC) t one of the seven regional Bells 
created after the breakup, spent a quarter 
century reassembling broken-off pieces 
under the stewardship of deal-happy CEO 
Ed Whitacre (now chief executive of Gen¬ 
eral Motors). By 2006 r having roiled up 
four of the original Beils and the remains 
of AT&T proper, SEC rechristened itself AT&T and returned 
to using the iconic stock symbol T (for telephone). 

Ma Bell was back. Then came the iPhone and its array of 
network - sappingapps. Wireless profits soared，but at a cost. 
In December AT&T Wireless said 1 % of smartphone cus¬ 
tomers accounted for 20% of the data drain on its network, 
while its top 3% were using up 40%. Several recent surveys^ 
including those by Consumer Reports and research firm Yan- 
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kee Group, have placed AT&T last in customer satisfaction 
among major carriers. 

When AT&T suggested in December that some custom¬ 
ers were using too much bandwidth, it failed to anticipate the 
backlash that would follow. Business schools are littered with 
case studies of companies that have paid the price for insen¬ 
sitivity to customers' wishes, {New Coke T anyone?) The perils 
have only increased in an era when it's easy to make complaints 
heard globally. Apple, for one y had to deal with its own custom¬ 
er-service crisis in 2003 when brothers Casey and Van Neistat 
of New York discovered that their iPod batteries were irre¬ 
placeable md lasted just 18 months. They made a film called 
iPod’s Dirty Secret and launched a protest Web site that drew 
millions of hits, after which Apple addressed the problem. And 
following the success ofSuper Size Me, in which docuinentar- 
ian Morgan Spurlock chronicled his decline in health while 
eating meals only at McDonald's for 30 days，the fast-food 
chain did away with its Super Size meal option. Companies 
from PepsiCo to Facebook have also discovered the power of 
consumers in changing everything from products to privacy 
policies. A 2009 study by Keller Fay Group in New Brunswick ， 
N-I- t found that only 22% of conversations about a brand refer 
to the company's advertising. Says customer service consul¬ 
tant Jeanne Bliss: “The marketing message is no longer under 
a conipariy 7 s control. We trust other customers first.” 

The most vulnerable targets are often companies such as 
AT&T that have an ongoing relationship with their custom¬ 
ers, Locked in by long-term service contracts and powerless 
over everything from network failures to wait times for reach¬ 
ing a human being in customer care, subscribers are easily 
frustrated. “The telecom industry has been a laggard rela¬ 
tive to other industries on the customer-service front 厂 says 
Macklin Martin, director of consulting at International Cus¬ 
tomer Management Institute in Colorado Springs. He points 
to the high costs of maintaining the network and customer 
support t combined with intense competition , factors. “It’s 
a difficult business model to maintain^ Martin says. 

Among the angriest customers is John Rust ， a freshman at 
Patrick Henry College y a Christian school in PtircelMlle ， Va. 
Rust is one of the Three Musketeers, a splinter group formed 
from the Operation Chokehold campaign for the purpose 


i DONT THINK YOU CAN HAVE AN UNLIMITED MODEL 
FOREVER,” SAYS AT&T’S STANKEY. “MORE PEOPLE GET 
DRUNK AT AN OPEN BAB THAN A CASH BAR •” 


of pestering AT&T, Outside class, the soft-spoken, polite 
19-year-old—he closes Ills e-mails with "Blessings^—works 
as a video editor and Web designer fora local film company. 
After purchasing an iPhone in September 2008, Rust says T he 
quickly became frustrated with the numerous dead spots and 
poor service quality on AT&T's network. “Unlimited should 
be unlimited^ he says. “When I bought my iPhone, I signed 
a contract with AT&T. They haven’t upheld their end of the 
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In December, Alix 
filed a complatnl 
against AT&T over 
problems with its 
Eandline network 


bargain. Simply put T I want what Vm paying for.” AT&T’s 
Stankey says: “I don’t think you can have anunlimitedmodel 
forever with a scarce resource. More people get drunk at an 
open bar than a cash bar.” 

When Rust joined Operation Chokehold, he linked up 
with pals Dylan Pine of Nashville and Peter Serven of St, 
Louis via social networking* Serven started a Facebook group 
and reserved Twitter usernames and domain names related 
to Chokehold* Within a few days, thousands of users had 
joined. The Musketeers put together a central site, drafted 
marketing material T and traffic-copped their Facebook and 
Twitter pages. In the final 24 hours before the planned opera- 
tion, the Musketeers were featured on CNN. Rust says he isn 7 t 
finished. He and the Musketeers are working with developers 
to create an online mapping service {and possible iPhone app 
companion} that lets users post AT&T dead zones and poor 
service areas for everyone to see. Also on tap: organizing “flash 
mobs” to picket AT&T Wireless stores- All three say they’re 
eagerly awaiting a Verizon iPhone. 

Musketeers, Chokeholders, and other critics want AT&T 
to spend to improve its network. Wireless is by far its fastest^ 
growing division, contributing 44% of total revenue in 2009, 
up from 36% in 2007* But overall capital spending hasn't kept 
pace, falling from $20.3 biMon in 2008 to $17 billion last year* 
AT&T vowed in January to boost 2010 wireless spending by 


as much as $2 billion. “We 
think it’s a start, but not 
much more than that,” says 
TownHall^s Hallaren T who 
contends that AT&T would 
have to spend $5 billion to $7 billion to bring its 
network up to Verizon’s quality, AT&T rejects 
an apples - to-apples comparison with Veri- 
zon, “For someone to sit outside our business 
and try to derive a relative investment val¬ 
ue—I can’t imagine anyone trying to do that/ 7 
says Stankey. 

Even if AT&T were willing to boost its wire¬ 
less network investment significantly^ figur^ 
ing out precisely how much to spend without 
sacrificing profits would be hard. Craig Mof¬ 
fett t a telecom analyst at Bernstein Research, 
has analyzed various scenarios. His findings: 
If AT&T were to triple its capital spending on 
wireless, the value of an iPhone customer to the 
company would be halved, A sixfold increase 
in spending would make all iPhone customers 
worthless to AT&T, Stankey disputes Moffett's 
conclusions but agrees with “the thought pro- 
cess that we need a return on capital/ 7 

LIMITING ACCESS 

Instead of betting big on new investment or 
aggressively raising prices, AT&T is choosing a 
controversial third way: It 7 s trying to limit the 
iPhone features customers can use. The com¬ 
pany prohibits Webcasts and file sharing on 
its unlimited data plans, activities some other 
carriers allow. ^We need to be able to manage our traffic says 
Stankey* “You can't have everybody watching YouTube, dur¬ 
ing an emergency. 17 The Net Neutrality movement disagrees 
with that reasoning. fl We T re at a critical moment/ 1 says Ben 
Scott, policy director of Free Press, a nonpartisan group that 
argues telecom providers should have no ability to limit their 
customers’ network access. “Do we as a country invest in 
bandwidth ^ or the network tools to limit bandwidth? ,f 

AT&T also takes a hard line on iPhone “Mhering 厂 the pro¬ 
cess by which users hook up a computer to a smartphone to 
gain Net access. Most carriers allow tethering fora small fee, 
AT&T does, too T but not for the iPhone; instead, iPhone cus¬ 
tomers who want laptop Net access must pay at least $40 a 
month fora separate mobiie laptop device and data account. 
Mackay Bell, a 39-year-old freeiance writer in Los Angeles, 
says he’s ^pissed off” that AT&T won’t let him tether. “It’s 
ridiculous that I should have to get a USB toggle and pay so 
much extra/ 3 he says. His blog，at attcritic-blogspotxonij fea¬ 
tures the AT&T logo as Dr. Evil from the Austin Powers movies. 
Bell says he would jump at the chance to have a Verizon iPhone . 
AT&T says it plans to offer iPhone tethering, but fornow T says 
Stankey, “You don’t want to throw more gasoline on the fire" 
The Mackay Bells of the world wouldn't be so worrisome 
for AT&T were its once-mighty landMne business stiU strong. 
But Bernstein estimates that the unit’s profit margins will fall 
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WE HELPED CREATE A BUSINESS 
RELATIONSHIP THAT WENT WELL BEYOND 
THE EXCHANGE OF BUSINESS CARDS. 




They live across the ocean from each other, but we help them conduct business 

like they live across the road, fn Japan, a producer of premium eggs for food 

cooperatives needed corn for chicken feed grown lo very precise standards. 



Cargilf’s Signature Growers ， program brought the egg producer together with a 


farmer to Illinois —who grows the corn to the customer's exact specifications* 

Cargill works to aasure that the crop follows identity preservation protocol all the 

way from planting to delivery. The result is a mutually beneficial business relationship 


^ 8 ^ • 

that has grown into a friendship. This is how Cargill works with customers. 



colfaborats > create > succeed" 



www.cargiff.com/cfeMes 


food, agriculture & risk management solutions 



















from 32% today to 26% in three years, which translates to a 
$3,6 billion plunge in that segments operating income. Like 
the rest of the telephone industry AT&T is being hit hard by 
the growing share of households opting for only cell phones. It 
also has been buffeted by competition from cable companies^ 
which bundle phone service as part of their phone, Net, and 
TV packages. Upgrading phone lines to compete with cable 
companies isn’t cheap. FiOS has gone from zero customers to 
3.5 million in five years—but to get there, Verizon is investing 
more than $23 billion in fiber-optic wires, 

FRAYING LANDLINE 

Given the economics of landline telecommunications, it’s 
little wonder AT&T hasn't made a market-altering invest¬ 
ment in its U-Verse service. The company hasn^t divulged 
how much it has devoted to date, but says it has invested 
less than half of what Verizon has spent per customer home. 
Credit Sight s’ Zhao places the total U-Verse investment in 
the vicinity of $10 billion, AT&T concedes that it won 7 be 
rolling out U-Verse to 100% of its homes and will opt instead 
to resell third-party satellite television in the homes it isn't 
rewiring. “Instead of bundling a good value proposition to 
keep customers away from the cable triple play, they adopt 
lialf - baked solutions/ 7 says Zhao. Emce Kushniek，chairman 
of TeleTmth, a consumer- advocacy group, calls U-Verse “a 
cheap copper afterthought^ and faults AT&T for neglecting 
its still substantial number of landline- only households. Says 
Stankey: “We’re having an awful lot of success for something 
that's an afterthoughts 

Not ail the feedback has been positive, Adam AJix, 20, is a 
Northeastern University student whose parents in Connecti^ 
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Rust,a student cut say they Ve had chronic sound prob¬ 

in Virginia, uses iems with U-Verse and are considering 
f oc f * netwofkmg switching to cable. In December Alix filed 
protests a complaint on their behalf with Connect¬ 

icut^ Public Utilities Control Dept, and on 
Jan. 4 sent a letter to State Attorney General Richard Biumen- 
thaL “What was most unsettling to me was that AT&T never 
seemed to listen to what I had to say T never acknowledged that 
the fault lay with them instead of with our hardware and wir¬ 


ings and that they wasted so much of my time’” says Alix* 

Yet AT&T can T t afford to redouble its landline efforts now ， 
because a bigger war is flaring up in wireless. For years Verizon 
had resisted cutting its wireless prices, but on Jan, 15 it slashed 
the monthly rate on its imlimited calling plan from i99.99 to 
$69,99. AT&T quickly matched the offer for all its cell phone 
products’ even the iPhone. The upshot? An iPhone customer 
who had been paying $149*99 a month for unlimited calling, 
Web-browsing, and text service now pays just $119.99, “We 
obviously want to remain competitive^ 1 says AT&T Wireless 
spokesman Mark SiegeL 

With customers in open revolt, AT&T’s definition of 
“competitive” 一 modestly lowering prices and raising invest¬ 
ment spending—might not be enough to stave off Verizon. 
“I’m not aware of any company in this country that has had 
so aloof a stance toward quality of service/ 1 Rich Doherty of 
The Envisioneering Group, a Seaford {N.Y-) telecom market 
research firm T says of AT&T- “And that^s after two and a half 
years of fronting the world’s most elegant and entertaining 
handheld data device 


Maybe losing some customers to Verizon wouldn’t be the 
worst tiling for AT&T, its data network could use a breather- 
And AT&T wonidii 1 ! mind seeing Verizon strain imder the 
weight of iPhone Nation. Soon after Operation Chokeholdhit 
the blogosphere, Verizon signaled that it was ready for Apple’s 
business. Sure about that ? bw< 


-WithArik Hesseldohl and Diane Brady 


Business 


Exchange 


Read, save, and add content on 
BW’s Web 2.0 topic network 


iNeed You, AT&T 

It wasn't all oohs and aahs during iPad's introduction. There 
were also groans when news broke that AT&T would be 
the official service provider for Apple's much anticipated 
tablet computer. But a Jan. 27 article in PC Magazine 
argues that Steve Jobs has five good reasons to stick with 
AT^Ti Here's one: GSM, the technology used by AT&T, is 
the most prevalent standard worldwide and is therefore key 
to Applet international expansion plans. Another ： Verizon, 
which is AT&Ts main rival, has been supplementing its own 
lineup of smartphones with additions from Android and 
Palm. So the carrier could probably do without the spike in 
data traffic that a host of iPad users would bring. 



To read the PC Magazine story, go to http^/bx.busi ne ss- 
wee kxom/a pple/refe rence/ 
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PROVEN PERFORMANCE 
THAT HAS STOOD THE TEST OF TIME 


For each 3- t 5-, and 10-year period ended 12/31/09, 
over 75 % of our funds beat their Upper average 严 


In todays changing markets, its more important 
than ever to choose a firm with the expertise to 
maximize your IRA investment 


A range of funds that outperformed 
their peers, including: 


Balanced Fund 
Capital Appreciation Fund 
Mid-Cap Growth Fund 
New Income Fund 
Small-Cap Value Fund 


At T. Rowe Price, we apply a disciplined 
approach to every fund we matnage in an 
effort to achieve consistent performance 
with lower volatility, through a variety of 
market conditions. 

We offer a range of low-cost mutual funds 
for all your retirement investing needs, 
with no bads, sales charges, or commissions. 
So your retirement savings can go even 
further. Call one of our investment Guidance 
Specialists to help you choose the right 
fund for your goals. 

Act by April 15 for your 2009 
IRA contribution. 


Results will vary for other periods* Past performance cannot guarantee future results. All funds are 
subject to market risk, including possible loss of principal Fund returns have been affected by market 
volatility and are negative for certain periods. 


trowepnce.com/ira2010 


1-866.8847195 


TRoweBrice ttL 

INVEST WITH CONFIDENCE 


Request a prospectus or summary prospectus; each includes investment objectives, risks, fees, expenses, and other 
information that you should read and consider carefully before investing.** 

*Based 如 cumulate total 咖 m r 123 of 163 (73%), 116 of 1^5,11B of 133, a^d S6 of 711 Rowe Free funds (itidijdi 叫 all share classes and excluding funds used \n durance pdsicts) outperformed 
their Upper average for the 1- f 3- T 5-, aod 10-year periods ended 12/31/09, respectively. Not all funds outperformed for all periods. (Source for data: Upper IncJ 
uSunmarjf prospectuses are not currently available for all funds. 
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BANK SHOT 


By Peter Coy 

Photograph by Dana Smith 


Boston University economist Larry 
Kotlikoff wants to take all the risk out 
of banking. Some people are listening 



The publishing world is too slow for Laurence J. Kotlikoff. 
On a frigid January day, the 58-year-old Boston University 
economist is pecking away at his computer keyboard in his 
airy office overlooking the Charles River* Kotlikoff forth¬ 
coming book, Jimmy Stewart is Dead t calls for a radical — 
and swift—reorganization of the financial system. So rather 
than wait for the book’s Feb. 22 publication date, Kotlikoff is 
e-mailing PDF versions to dozens of economists ， journalists, 
and policymakers. “We have miscreants mnning the financial 
system left, right, and center/^ says Kotlikoff* “Nobody is call¬ 
ing the [Obama] Administration to task and saying, < You guys 
are putting a Band-Aid on cancer/ 

Kotlikoff would drain the risk- taking out of commercial and 
investment banks, hedge funds, and insurance companies— 
turning them into boring, narrow intermediaries akin to mu - 
tual-fimd firms. Instead of taking deposits and making loans, 
banks would connect borrowers and depositors with ultrasafe 
mutual funds created for those purposes. 

That would solve the probiem of banks 
not keeping enough money in their vaults 
to pay depositors if they all wanted their 
money at once, a flaw vividly demonstrat- 


Kotlikoff, always 
outspoken, says 
the U.S. financisi 
system is run by 
“miscreants” 
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ed to George Bailey’ the character played by Jimmy Stewart in 
It’s a Wonderful Life (hence the title of Kotlikoff J s book). 

Kotlikoff sounds so unrealistic that, like George Bailey, he 
could use a guardian angel to set him straight. But he，s be¬ 
ginning to catch the attention of powerful policymakers and 
the economists who have their ears. In Kotlikoff biggest 
coup yet, Bank of England Governor Mervyn King—Britain’s 
counterpart to Federal Reserve Chairman Ben Bernanke— 
urged members of Parliament to study the plan. In the U.S V 
Kotiikoff 7 s ^limited-purpose banking” idea is finding support 
among economists across the political spectnim t including 
University of Chicago Nobel laureate Robert Lucas on the 
right and Columbia University^ Jeffrey Sachs on the left. 

People who know Kotlikoff no longer marvel at his zeaL 
“Being Larry’s friend is not for sissies 厂 says Perry Melirling, 
an economist at Columbia’s Barnard College^ borrowing aline 
famously used about the hyperkinetic economist and Nobel 
winner Franco Modigliani. Kotlikoff attributes his drive to 
what he calls a healthy inferiority complex. “I never thought I 
was the smartest guy in the world,” he says. 

A LEAP TO BANKING 

Kotlikoff grew up with a twin brother and older sister in 
Pennsauken, N,J., near Philadelphia. Starting at age eighty 
he helped wrap packages during the Christmas rush at Kot- 
likofTs, the family-owned department store in Camden. He 
credits a high schoolteacher for rescuing him from the ^dum¬ 
mies track” in math with a summer of free private tutoring. 
The extra work helped him get into the University of Pennsyl¬ 
vania, from which he graduated with a degree in economics in 
1973* Next came Harvard, where he earned a PhD in 1977. After 
brief teaching stints at UCLA and Yale and a job in the Rea¬ 
gan White House, he landed at Boston University in 1984 and 
hasn’t moved since, twice serving as department chairman, 

Kotlikoff is not shy with his opinions. In The Coming Gener- 


HE INSISTS THAT ALL THE 
ADMINISTRATION IS DOING IS 
“PUTTING A BAND-AID ON CANCER” 


ational Stornij published in 2004, he and Dallas Morning News 
columnist Scott Burns advocated turning Social Security into 
personal retirement accounts. He backs replacing the federal 
income tax with a national sales tax. He served as economic 


adviser to the 2008 Presidential campaign of antiwar caodi- 
date Mike Gmvel T who switched from the Democratic Party to 
the Libertarian Party in mid-campaign. And in his spare time? 
He runs a personal-finance software company called ESPlaii- 
ner that helps people model retirement - saving strategies. 

Jimmy Stewart Is Dead is something of an intellectual leap 
for Kotlikoff became his expertise is m public finance, not 
banking- He says he thought of writing the book when he saw 
an estimate that the historic bailout of the financial system T 
including various credit guarantees, had exposed taxpayers 
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A NEW BREED OF MUTUAL FUNDS TO THE RESCUE? 

Here’s how Boston University economist Laurence Koti*koff would reorder the financial system 


such as income statements 
and the value of collateral. 
Some financial econo- 


BANK DEPOSITS 

Banks couldn’t lose 
depositors 1 money. 
Deposits would be 
safeguarded in a 
mutual fund that holds 
nothing but cash* 
Withdrawals would 
be via check or ATM, 
as now. 


LOANS 

Banks wouldn't be ex¬ 
posed to loan losses. 
All loans would be 
made by mutual funds 
using money raised 
from investors. Those 
investors would swal¬ 
low any losses from 
defaults. 


INSURANCE 

Insurers couldn't be 
ruined by big daims. 
Policies woufd be 
issued by a mu¬ 
tual fund that collects 
insurance premiums. 
Payments would be 
limited to whatever is 
in the fund 


INVESTMENT 

BANKS 

These would become 
pure advisers. They 
would be banned from 
holding assets or bor¬ 
rowing to buy them, 
so they would not be 
exposed to market 
losses. 


mists worry that Kotlikoff 
would throw out the good 
of banking along with the 
bad. “We did not have air¬ 
plane crashes when people 
used horses for transporta¬ 
tion, bnt goingback to using 
horses is not the solution to 
eliminate airplane crashes,” 
says Rene Stulz of Ohio 


to potential losses approaching the unfunded liabilities of the 
Social Security system. “The problem 厂 he writes in his book T 
“is the leveraging of the taxpayer by people with no formal 
training in finance or economics ^ no personal downside, an 
assortment of Napoleonic complexes, the money to buy rat¬ 
ings in New York and policy in Washington, and the ability to 
nm circles around regulators/ 1 

Kotlikoff dove into the minutiae of banking, picking the 
brains of experts and bouncing ideas off them as he went T from 
conservatives such as Michael Boskin of the Hoover Institu¬ 
tion and Kevin Hassett of the American Enterprise Institute 
to such liberals as Robert Reich of the University of California 
at Berkeley and Simon Johnson of Massachusetts Institute of 
Technology, all of whom provide d b liirbs for his book. “A lot of 
us got into this to save the world, and we r re still trying to save 
the world/ 7 says Kotlikoff, “It’s more important than ever/ 1 
In KotiikofTs scenario, banks would be shorn of their risk- 
taking functions, A deposit would be pooled with other depos¬ 
its in a new kind of mutual fimd T equivalent to a stock mutual 
fund but with ail the money held in plain old cash so there's no 
chance of not getting it back (though it could still lose value to 
inflation). That eliminates any reason for a panicky bank run. 
Mutual funds would supply loanK ? too. Already’ companies 
raise money by issuing bonds T which are bought by fixed- 
income mutual funds on behalf of investors, Kotlikoff says 
loans could work the same way: Mutual funds would pool 
investors’ money and use it to make loans to vetted borrow¬ 
ers, That would cut banks out of the picture, except as go- 
betweens, The advantage is that if certain borrowers didn^t 
repay, there would be no systemic, global-economy-threat¬ 
ening crisis, like the ones that can occur when one bank goes 
down and drags others with it. Instead, the worst that could 
happen is that investors who funded a particular loan would 
lose part or all of their investment. Insurers couldn't go bust T 
either, because they would no longer be on the hook for paying 
claims. People who wanted insurance would simply pool their 
money for a certain period, and those with verified claims 
would divvy up whatever was in the pot at the period's end. 

One side benefit: Kotlikoff says IOO-plus regulatory agen¬ 
cies could be disbanded because financial firms would no lon¬ 


State University^ Fisher 
College of Business. Anil Kashyap of the University of Chicago 
Booth School of Business says there's a synergy in banks be¬ 
tween taking deposits and making loans. “To chop up the bank 
and presume that you can do so without destroying some value 
is a doubtful theoretical proposition/’ says Kashyap- 

Bank lobbyists’ meanwhile T don’t even want to entertain 
the idea. The American Bankers Assn, declined multiple 
requests for interviews on the Kotlikoff plan. No member 
of Congress has taken up limited-purpose banking as a per¬ 
sonal crusade* 

Still, seemingly impossible schemes have become reality 
before. MIT’s fohnson iikens now to around 1900, when the 
smart money said f ohn D. Rockefeller's immense Standard Oil 
tmst was impregnable. Then came trust-busting President 
Theodore Roosevelt and muckraking journalist IdaTarbell, By 
1911 the Supreme Court had broken S tandard Oil into 34 com¬ 
panies. Predicts Johnson, who has his own book an financial 
reform coming out soon: “The same thing is going to happen 
with regard to massive T too-big-to-fai 5 banks,” 

Few others are willing to go that far. But Kotlikoff senses he J s 
gaining momentum. Looking across the frozen Charles, where 
Harvard and MIT loom large, he allows himself to dream. H It T s 
a big kick to see that we can compete with these guys in some- 
thing, M aybe it\ financial irefonn.” 1 BW 1 


Business 


Exchange 


Head! save r and add content on 
BW ? s Web 2.0 topic network 


Sudden Fame m Britain 

The British press had a field day after Bank of England 
Governor Mervyn King dted Laurence Kotlikoff th^ee times 
in a speech m Pariiament on Jan, 26. The Tim&s of London 
wrote that members of Partiamant "were left scratching their 
heads over the identity of a little-known American 
economist who, it appears, has been bending the 
Governor 3 ® earr King didn't endorse Kotlfkoffs plan but said 
if merited “debate and discussionr 



ger have other people's money to play with. They would be 
replaced with a singie Federal Financial Authority whose main 
job would be to verify data supplied by wouid-be borrowers, 


To read the full article, go to http : //bx.bu$inessweek.com/ 
fi nancia 1-regulati an/reference/ 
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TAKE YOUR MEDS ， EXERCISE-AND SPEND 

BILLIONS 


By Chad Terhune and 
Arlene Weintraob 

Illustration by Viktor Koen 


Washington wants to pump big money into 
so-called disease management, though there’s 
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A decade ago General Electric experimented with a promising 
approach to employee health care known as disease manage¬ 
ment. It hired a company to talk wit h workers in North Carolina 
who suffered from heart disease. Nurses called to encourage 
them to take their medication and get moderate exercise as a 
way to avoid expensive hospital stays. Around the same time l 
large corporations in many industries began paying for similar 
disease - management programs to keep employees healthier 
and cut costs. “It seemed too good to be tme，” says Dr. Robert 
S. Galvin, GFs chief medical officer. And T he adds’ it was* 

During the trial, GE didn’t see any compelling evidence 
that disease management saved money or substantially 
improved worker health. Galvin decided against expanding 
the program. 

In exercising that caution，lie is a lonely figure. Disease 
management—despite a series of studies finding that it 
doesn’t deliver what it promises—has caught on throughout 
the business world (BW—Feb, 1& 8). Employers and govern¬ 
ment agencies axe spending a total of $2.5 billion a year on the 
services* Aetna, Cigna, mid other insurance giants sell dis¬ 


ease management. Healtliways l the leading company in the 
field’ has seen its share price doiibie over the past year, as Wall 
Street anticipates heaith reform legislation that will provide 
incentives to adopt the approach. 

Even with serious doubts hanging over the Obama Ad- 
ministmtion^s campaign for change in the insurance system, 
Congress is expected to approve some kind of slimmed-down 
bill that will promote disease management. That perplexes 
Galvin and other skeptics. At GE, a company known for savvy 
management of employee benefits，“the idea that you are 
going to save enough on hospitalizations to save money over 
and above what the [disease-management] program costs 
just didn't pan out ^ he says. 

Companies marketing disease management counter that 
in-house research shows such services sharply reduce costs. 
In Washington the industry has spent generously on lobby¬ 
ing to convince politicians in both parties that the government 
should expand the business. Lobbyists have distributed an 
industry-generated study showing that disease management 
and related efforts could save Medicare, the public insurance 
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program for seniors, S652 billion over 
10 years. 

But outside analysts say the case for 
disease management — and the data its 
marketers emphasize—typically rely 
on exaggeration and ignore the cost 
of the service itself. ^ These compa¬ 
nies are making so many claims that 
axe never subjected to any scrutiny,” 
says Soeren Mattke, a senior scientist 
at Rand Corp. t a nonprofit research 
group funded by corporate and gov¬ 
ernment grants. In August 2009, Rand issued a report for the 
state of Massachusetts concluding that disease management 
could increase employer and government spending in the state 
by $67 billion over 10 years with little overall benefit - Specifi¬ 
cally, Rand said that even when researchers used “ highly opti¬ 
mistic assumptions^ the cost of the services made any savings 
negligible. One reason: A lot of preventive attention ends up 
directed at relatively healthy people who wouldn’t require 
hospitalization anyway. 

BIPARTISAN SUPPORT 

In a separate analysis, outside consultants hired by Medicare 
determined in 2008 that disease management used in a pilot 
for 200,000 patients raised spending but didn't reduce hos¬ 
pitalizations, emergency-room visits^ or death from chronic 
disease. The vast discrepancy between the contentions of 


disease - management companies and 
those of critics stem from different at¬ 
titudes toward projections. The pro* 
viders attribute large dollar figures to 
the desired long-term benefits of ca¬ 
joling smokers to quit and telling heart 
patients to take walks. It's common，for 
example, for advocates to claim that 
preventive steps can save millions of 
dollars over a cardiovascular patient's 
lifetime by obviating the need for mul¬ 
tiple hospitalizations. Extrapolation 
from such estimates produces huge aggregate savings. But 
most disinterested analysts, including the staff of the non¬ 
partisan Congressional Budget Office, refuse to tie specific 
savings to open-ended prevention, citing research that it in¬ 
creases costs overall. 

Now Congress and the Obama Administration are poised 
to commit billions of Medicare dollars in coming years to a 
health-care solution that may do little good. “We have al¬ 
ready wasted a lot of money on disease management/ 1 says 
Randall Brown’ director of health research at Mathematica, 
a for-profit research firm in Princeton, N.J. f that studies pre¬ 
ventive care on behalf of government agencies, u Vm worried 
we could throw more money down the drain. 

About three-quarters of large companies offer some form of 
disease -management services, as do most state Medicaid pro¬ 
grams for the poor. Employers or the government typically pay 


A 3-YEAR MEDICARE STUDY 
FAILEDTQ FIND BENEFITS, 
BUT PROPONENTS SAY 
DISEASE MANAGEMENT 
IS MAKING STRIDES 


4S I BLOOMBERG BUSINESSWEEK i FEBRUARY 15,2010 







m DEPTH 


HOW DISEASE MANAGEMENT WORKS 


Providers have convinced many btg employers that their services save money and improve employee health 


IDENTIFY 
CANDIDATES 

_Di sease -manage ment 

companies pinpoint patients 
who rack up large charges re¬ 
lated to diabetes, heart disease T 
and other chronic illnesses 


ON-THE-JOB 
REINFORCEMENT 

Employers urge 
workers to fill out question¬ 
naires about their health; 
results are used to find people 
at risk for expensive treatment 


- TELEPHONE 
ATTENTION 

Nurses call patients 
for health ^coaching" mail 
them newsletters about their 
diseases, and urge participants 
to chart their symptoms online 


- FINANCIAL 
INCENTIVES 

Many employers 
offer discounts on premiums 
and free medication to workers 
who participate in disease- 
management programs 


outside providers monthly fees per member. By sifting through detailed annual health-risk assessments. The sweet potato fries 


patient data on claims ， prescriptions, diet, and behavior, com¬ 
panies try to identify people who are most at risk of requiring 
costlymedicalcare. They assemble voluminous detail on treat¬ 
ment and Lifestyle’ using software to predict the highest-risk 
patients (whose names aren’t revealed to employers). Then 
nurses and “health coaches n call the patients to monitor their 
conditions between doctor’s visits or sometimes after a hos¬ 
pitalization. They check on whether patients are taking their 
medication, eating right, and getting enough exercise. They 
sometimes install devices in peopled homes to track changes in 
bioodpressure and weight. The programs, which first appeared 
in the late 1990s，often provide incentives to persuade patients 
to participate, sucli as discounts on insurance premiums. 

In Washington there is bipartisan support for allowing 
employers to grant bigger incentives to employees who par¬ 
ticipate in disease management. Current law allows a 20% 
discount on premiums; a Senate proposal would expand that 
to 50%. The industry also stands to benefit from proposals in 
Congress to spend more taxpayer money up front on preven¬ 
tive care for the chronically ill. 

Executives with disease -man - 
agement companies say studies 
raising doubts about their ser¬ 
vices have looked at crudely de¬ 
signed programs from years ago 
that focused on just one disease at 
a time, rather than takings more 
comprehensive approach. Newer 
services are much more effective, 
they contend, and allow for the 
projections of huge savings. The 
executives say they f re reaching 
out to more doctors’ offices and 
putting more care managers in 
the field for face-to-face visits 
with employees, “It’s hard for 
any third party to conclude we 
aren’t successful^ 1 says Robert E. 

Stone ^ aHealthways co-founder 
and vice-president. “Don’t use 
a broad brush to tar the entire 
industry.” 

inside the Healthways head¬ 
quarters in suburban Nashville, 
posters urge workers to fill out 



in the cafeteria are baked, not fried. The mam hub of activity is 
a second-floor call center where about 200 nurses and health 
coaches wearing headsets sit in cubicles and scan patient files 
on their PCs. Nurses talk to diabetics about their blood sugar 
levels and to heart patients about aerobic exercise. Healthways 
has 11 call centers in the U.S. and three overseas. About 12,000 
calls go out a day; most last less than 15 minutes. 

CAUSE FOR SKEPIiCVSM 

The company was one of eight that participated in the 3-year 
Medicare pilot that ended in 2008. Medicare paid the disease- 
management providers about $360 million in fees，but outside 
consultants found no evidence of improved outcomes. Disease 
management worked in some individual cases, and some pa¬ 
tients likedhaving nurses check with them, but the pilot group 
didn’t enjoy better health overall，the study found. 

The companies that participated contend the government 
botched the experiment and should have allowed it to continue 
for a longer period. Medicare enrolled patients in the pilot who 
were far sicker than expected and failed to share information 

adequately on hospitalizations, 
lab results, and use of prescrip¬ 
tion drugs，the companies say. 
“I would argue [that Medicare] 
dicing prove or disprove anything 
relative to the value of disease 
management/ 1 says Jeffrey Kang ， 
chief medical officer at Cigna, 
one of the participants* “It was 
like we were executing with one 
hand tied behind our back.” 

Medicare continues to ex¬ 
plore ways to help chronically ill 
patients, says spokesman Peter 
Ashkenaz. The agency cannot 
comment on the disease-man¬ 
agement pilot because the com¬ 
panies involved are contesting 
the cancellation, he adds. 

“We believe we offer a clear 
business model for the govern¬ 
ment to pursue for the 30 million 
people in Medicare fee-for-ser¬ 
vicesays Ben R. Leedle Jr” chief 
executive of Healthways, ^Itisn T t 
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an option to just leave people with chronic illnesses alone.” 

Wiliiam Evans, a 71-year-old retired finance manager in 
Snellville, Ga_, says he has benefited from disease manage¬ 
ment, an opinion echoed by many other individuals. Through 
his Humana Medicare Advantage plan^ Evans receives a cal! 
once a month from a nurse checking on his rheumatoid ar¬ 
thritis. At first, he resented some questions she asked，such as 
whether he could move his fingers or tie his shoes, “They were 
old fart questions/ 1 he says. But the muse effectively monitored 
his health and even helped Mm handle insurance claims, Evans 
says. “ i have her number and she『s easy to reach/ 1 

At GE, disease management didn’t work on a broad scale, 
according to Galvin, who was a primary-care physician for 10 
years before joining the company. He says he had a hard time 
believing that chronically il! employees would change un¬ 
healthy behavior at the direction of unfamiliar mirses calling 
from remote offices. Still, he didn^t want to dismiss the idea 
entirely. So in 1998, GE tested a disease-management program 
with employees in North Carolina who had already suffered 
heart attacks and were likely to end up with repeat hospitaliza¬ 
tions and other expensive treatments. 

The program faiied, Galvin says. GE struggled to get enough 
enrollment to justify the cost T and those who did enroll rarely 
responded to the nurses. Galvin went so far 
as to listen in {with permission) on nurses 1 
conversations with employees. It was all too 
impersonal, he concluded. “If you’re going 
to influence someone, you need a social rela¬ 
tionship with them，” he says. 

Galvin and some other medical experts favor 
a different tack: paying physicians a bonus to 
liire nurses and other care mai^tagers who will 
get to know patients and monitor them effec¬ 
tively. “The/11 grab [patients] on the way out, 
and they'll know their wife—that’s how these 
things change/ 1 he says. “Why don’t we try to 
rebuild the doctor’s office, rather than make 


these separate disease-management 
coiDpanies and insurance companies 
more profitable by putting in call cen¬ 
ters and headphones?" 

Tliis spring, GE will start an outreach 
service that shares some elements with 
traditionaidisease management. Nm^s- 
es will use claims data to identify gaps 
in care, such as unfilled prescriptions 
or missed checkups. But rather than 
just contacting patients, the mirses 
will also call the treating physicians r if 
patients agree. “Never hooking In the 
doctor was a terrible negative” of pro¬ 
grams such as the one GE tried in North 
Carolina, Galvin says. 

A POWERFUL LOBBY 

For much of the past year, the provid¬ 
ers have been promoting their wares in 
Washington- Healthways officials say 
they’ve lobbied fiscally conservative Democrats who are swing 
votes on health reform legislation. Their claim that prevention 
programs could save Medicare ^652 billion over 10 years re¬ 
flects industiy assumptions that disease management would 
dramatically increase the percentage of healthy seniors enter¬ 
ing Medicare at 65 and keep them fit for years to come. 

Support for the services has also come from the Partner- 
sJiip to Fight Chronic Disease, a nonprofit founded in 2007 and 
funded in pari by disease-management companies, insurers, 
and other medical groups- Its paid executive director is Kenneth 
E. Thorpe, a health policy professor at Emory University in At¬ 
lanta, Thorpe, who worked on health reform as a Clinton Ad¬ 
ministration official in the 1990s, says he has met regularly with 
congressional staff members to explain what the federal gov¬ 
ernment should do to combat chronic disease- One important 
answer, he says T is disease management. Stone, the co-fomider 
ofHealthways, describes Thorpe as the industry’s “go-to guy,” 
Thorpe argues that Congress should invest in chronic-care 
management much like it did when it allocated $19 billion in 
kst year’s stimulus bill to speed the adoption of electronic 
health records among doctors and hospitals. He has told 
lawmakers that an investment of ^30 billion over 10 years 
could reap huge long-term savings, “Wle need to make a small 
investment to build care coordination into 
Medicare/ 7 he says. 

Within Congress, Jim Cooper (D-Tenn.) T 
Healthways^ hometown representative, has 
been a strong supporter, ft Healthways is a 
company that we in Tennessee should be 
proud of/ 1 he told other moderate Democrats 
when they met with company executives in 
June. “They are playing a key role in the cur - 
rent political discussion by enriching our 
understanding of America’s health—or lack 
thereof" It appears that many of the politi¬ 
cians were persuaded, despite ample skepti¬ 
cism from elsewhere, BW 



billion 


National savings 
Healthways 
claims can be 
gained from 
preventive care 
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ADVERTISEMENT 


Success Begins with Innovation 



Who has the answer? 

Japan does. 


An Original Approach to Success 

M ore thsfi any other factor, innovation is 
what drives sustainable business 
growth and long-range profitability. And 
when mvestore worldwide look for I he 
innovations IhatwiLL shape the fulure, Lhey 
turn to Japan Firms in Japan are 
continually pushing the boundaries of 
technoLo 9 y H with over 200,000 patents 
issued to Japanese researchers in 2006 
alone, nearly 40% more than the US, and 
more than the other six G8 nations 
combined Investors and consumers alike 
are reaping the rewards of Ihese discoveries, 
and one company that has seen the benelits 
of "innovation partnerships" in Japan is 
General Electric (GE). Today, the company \s 
working dos&ty with Japanese partners to 
fast track new technologies ranging from 
PLED (energy efficient Lighting technology) 
to more eco-friendly ㈣ Ithcare products. 



Unique Ideas in Every Corner 

^ irms across Japan place top priority 
on research and devetoprrent. As a 
percentage of GOP, Japan spends over 
35% more on RSD than Ihe U5 r and more 
than 2.5 times that of Chins*, This 
commitment from the private and pubUc 
sectors has consistently placed Japan 
ahead of the curve on technological 
breakthroughs for the world markeL One 
practical example is Smart Grid, an 
energy di&Eribulion concept using sensor 
and communication5 technology to 
intelligently reduce consumption snd costs. 

Green Thinking 

E nvircnmentaL concerns are gaming 
ground with consumers and 
businesses, and Japan has taken the lead 
by developing cleaner manufacturing 
processes, alternative energy sources, 
more efficient devices and irmproved 
re cycling iechniques. The results have 
been unmistakable ： Japan currently 
produces tess CO, per dollar of GOP than 
any other industriatized nation, snd firms 
here continue to invest heavily ir 
minimizing their environmental footprint 
These factors make Japan the perfect 
choice for t^ose Looking for the next 
gerieration of eco-technology. GE is 
v/orking too el her with Japanese firms cf 
all sues to meet the goaU of its 
ecomagination initiative. Launched by GE 
5 years ago, ^comagm^tion k a 
company-wide initiative to meet 


customers' demands for more 
energy-efficiervt products and drive 
reliable growth for the company. It also 
reflects GE s commitment to investing in 
innovative sotulions to environmental 
chailenges. For GE, Japan has already 
provided new technctagies and ideas, 
and future ^innovation partnerships" 
Look bright, 


COj emissions vs, GOP (kg f US$) 
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Investing in Innovation 

I n July. Japan announcid the 
formation of the Innovation Network 
Corporal I dp of Japan, a public-private 
Joint venture to create a $10 billion 
stimulus for small anci medium-sized 
firms in developing and maturing 
industries, including energy, healthcare 
and the envirofiment, GE is the only 
noii-Japar>ese founding member among 
the 16 pnvate ftrms who chose tc support 
the initiative to aid the rap»d aevelopmeni 
and commercialization of technologies 
that will be essential to creating a 
sustainahlp future society 
，JETRO, 10 Advantages ia Invesllng in Japan, 2D07 
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U.S.-Japan 

Clean Tech Symposium 2010 

Why Being in Japan and Partnering with Japanese 
Companies are Essential for Clean Tech 

February 18th, 2010. Il:30pm-5:00pm| 

Hotel Nikko San Francisco 

222 Mason Street, San Francisco, California 94102 ( U.S.A. 

This event wilt highlight clean tech opportunities in the Japanese market and 
encourage collaboration between U,5. and Japanese connpanies through 
discussion and sharing of strategies and pLans (e.g. Investment in the U.S. 
and Japan ： Innovation opportunities between U,S. and Japanese connpanies; 
Entry into third-country markets by U.S* and Japanese \om\ venturesl 

_ 


wwwjetro.org/symp2010 
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GETTING OVER 


Ousted JetBlue founder David 
Neeleman is faking his dirt-cheap- 
airline model to Brazil, Will it fly? 


By Diaoe Brady and 
Adriana Brasileiro 

Photograph 
by Paulo Fftdman 


David Neeleman is in a good 
mood. Fresh off a flight from Sao 
Paulo and gearing up for around 
of TV interviews, Neeleman y 50 r 
agrees to meet over lunch at a 
Cosi sandwich outlet in Greenwich, Coen.,near his home in 
New Canaan, The lunch tab for two: $26—fitting fora man 
building his fourth discount airline and his first in an emerg¬ 
ing market, Neeleman has a happy story to tell: Investment 
firm TPG has just bought a $30 million stake in his Brazilian 
airline Azul Linhas Aereas Brasileiras. and Azul has set an in¬ 


dustry record T carrying 2.2 million customers in its first year. 

AznPs early success is all the more sweet for Neeleman 
given the bitterness he felt after his ouster from JetBlue Air¬ 
ways. The company had captured consumers’ imaginations, 
and Neeleman, hailed as the model of a passionate leader, 
could often be spotted passing out snacks on planes or helping 
passengers check in bags. JetBlue became such a phenomenon 
that its stock jumped 67%, to 45, on its first day of trading in 
April 2002* Then a Valentine^s Day 2007 ice storm left thou¬ 
sands of passengers stranded and led to Neeleman，s ouster 
by the board. “My reaction was shock and disbelief，” says 
Neeleman, ^1 got sucker-punched^ JetBlue^ which declined 
to comment on the firing, hasn’t enjoyed much of a rebound; 
its stock lias since fallen by more than lialf, to about 5, 

After dabbling with the idea of starting an ethanol company 
in California, Neeleman went to check out a Brazilian airline 
called BRA Transportes Aereos as a favor to some investor 
friends. “It was the furthest thing from an airline I’ve ever 
seen/ r says Neeleman. thought, ‘If these guys will invest 
$150 million in this, it must be worth looking around.’” (BRA 
suspended operations in late 2007.) Neeleman quickly raised 
$150 miliion to launch his own startup airiine. Then, just as 
he was finalizing route plans and securing government clear¬ 
ance to fly, the global economy crashed. With his financing 
and plane orders locked in, he pushed ahead with his launch in 
December 2008. Remarkably, Azul— “blue” in Portuguese—is 
on track to make a profit in 2010* Neeleman, the chairman t 
owns about 15% and controls the voting shares. 

Azul’s long-term success will depend in part on how well 
Neeleman has learned from his mistakes. One challenge, says 
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Neeleman hopes 
to create a r^ew 
market of fliers; 
snacks and 
smiles help 
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Vaughn Cor die，managing partner 
of Washington - based research firm 
AirlineForecasts, will be curbing his 
ambition. “The greatest threat is if 
they let Azul grow above a sustain- 
ab!e rate，” says Cordk. u That T s what 
happened at JetBlue" Neeleman ac¬ 
knowledges the Brazilian market's 
many challenges^ from taxes to in¬ 
frastructure, and insists he^s keeping 
Ms expectations in check. But in the 
same breath lie talks about the op¬ 
portunity. He wants to revolutionize 
the Brazilian market by bringing air 
travel to the masses. And he wants 
redemption. 

LOCAL ROOTS 

Brazil was a logical place for Neele¬ 
man to go. He spent his first five years 
there, the son of a reporter for United 
Press International who had first vis¬ 
ited the country as a Mormon mis¬ 
sionary. At 19 t Neeleman returned 
to the country of his birth to do his 
own two-year missionary stint. In 
19B4 the college dropout helped cre¬ 
ate Morris Air^ a Salt Lake City air¬ 
line modeled on Southwest Airlines, 
which purchased Morris Air a decade 
later. Neeleman then helped launch 
Canada’s Westfet and developed an airline reservation sys¬ 
tem called OpenSkies, now used by Ryanair and a dozen other 
carriers, before starting fetBhie in 2000. He wasn’t just the 
CEO o£!etBhie — lie was the creative force t an energetic father 
of nine cMIdren (now aged 10 to 28)，proudly characterizing 
his attention deficit disorder as an asset he wouldn^t trade 
for the world. 

His time in Brazil left him with two distinct advantages: 
fluency in Portuguese and dual citizenship f which allowed 
him to get around Brazil's 20% cap on foreign ownership of 
airlines, Neelemaninstincts told him Brazil was ripe for 
a new aviation venture. Only a fraction of its 192 million 
people currently fly; per capita, Americans fly about eight 
times more T according to Airports Council International. 
“We，re not even close to the level of air travel in mature 
economies/’ says Libano Miranda Barroso, CEO of Tam, 
Brazil's largest airline, with a 46% market share. “Even our 
projection for 2027 is equivalent to what the U.S, used to 
have in the 1970s/ 1 

Neeleman k determined to change that by creating a new 
market of fliers. His target is the 52% of Brazilian households 
that earn between 1,064 and 4,591 areals a month (about 
其 594 to ^2^565), making up Brazil’s middle class. They area 
fast-growing group that traditionally travels by bus. Many 
carriers have tried to tap this popuktion t only to be thwarted 
by strained airports and high costs. As Renato Pascowitch, 
executive director of domestic Brazilian carrier OceanAir 7 


puts it, fliers “often can’t afford to 
take a taxi to the airport. So how do 
you get these passengers to board 
your p]ane T even if you are offering 
dirt-cheap tickets?” 

Neelemao^s reply: “We give them a 
free ride to the airport.” Complemen¬ 
tary transportation is all the more 
crucial because Aziil, like Southwest 
and Ryanair, flies nonstop between 
secondary airports. Its main hub is 
Vimcopos/Campinas International 
Airport in Campinas, an attractive 
and well-run city about 50 miies 
north of Sao Paulo. Campinas has 
about 2-6 million people，and some 
30 million live within a 120-mile 
radius. Azul offers bus service from 
pickup points in seven cities, with 
about 50 bus trips a day. 

But the real draw is the low fares. 
Tickets^ if purchased m advance, run 
about the same as a bus trip. Travel¬ 
ing from Sao Paulo to Salvador by 
bus, for example, costs about $150 
each way and takes 23 hours; on Azul, 
the lowest one-way fare is just over 
JiOO. Cristina Maisonnette of Rio de 
Janeiro had been planning to drive to 
Natal, a coastal town, before opting to 
fly. “I hope they survive/ 1 she says of 
Azul “1 want to be able to fly more often/ 7 

Azul offers online bookings automatic check-in, sleek 
plane interiors^ and chatty flight attendants who carry bas¬ 
kets of snacks, telling customers to take as much as they want. 
Neeleman says Azul/s reservations staff often talce longer on 
the phone than at fetBlue because “they’re explaining that 
there’s a bathroom on board and a light above the seat.” 

Like JetBlue in its early days r Azul now has the benefit of 
a brand-new fleet of planes and a young staff, which means 
low maintenance costs end cheap labor. Profit margins could 
come under pressure as costs rise over time and as competi¬ 
tors come in with lower fares to steal business. Even before the 
ice storm ， fetBlue^ profitability had been eroding for those 
very reasons. 

But these are long-term concerns; for now Neeleman is 
excited to be back in growth mode. He spends much of his 
week in Brazil, meeting with his staff and government offi¬ 
cials. He also visits local businesses to talk about customer 
service and tours college campuses to “preach the gospel of 
Azul! T Much of the time, he’s on Azul flights, talking to pas- 
sengers^ showing first-timers how to unbuckle their seat- 
belts, and taking straw polls over the loudspeaker of bow 
many folks are in the air for the first time. Neeleman has vivid 
memories of driving 12 hours in the back of a station wagon as 
a child to see his grandparents, “I always thought it would be 
so great if we could fly,” he says. “For millions of people here’ 
that's now possible/ 1 1 BWi 
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ECONOMICS & POLICY 

Good to Great 
Hits Grade School 


Behind the success of KIPP，the charter school 
powerhouse, is a business mentality 


By Molly Peterson 

Touring a branch of the Knowledge Is 
Power Program m southwest Houston 
is iike dropping into an underage exec¬ 
utive boot camp. The building homes 
three KIPP charter schools spanning 
pre -kindergarten to 12 th grade—each 


one a showcase for motivational tac^ 
tics. The youngest kids wear shirts em¬ 
blazoned with “Glass of 2024/ 1 the year 
they plan to start college. ClassTooraj! 
axe named after Yale and other top 
colleges. Fifth graders chant their mul¬ 
tiplication tables in unison. Aiitl the 


corridors of the middle school are lined 
with slogan ft soch a 只 “No Shortcuts.” 

The resemblance to executive 
training—an intense, communal focus 
on goals — is no coincidence. KIPPS 
two founders, Mike Feinberg and Dave 
Levin, drew lessons from some of 
America^ top companies, including 
Gap T FedEx^ mid Southwest Airlmefi x 
a.s they built the program. Both men 
graduated from Ivy League colleges, 
and both are. alumni of Teach for 
America T a New York nonprofit that 
funnels college grads into two-year 


KIPP’S VIM STATISTICS 

Students at schools in poor communities score big gains on standardized tests 


Serving mostly ».from poor ...KIPP gets 

minority children^ families … resuSts 




MATH EM ATI CS R EAD1N G 


*As measured by nonn-referenced tests. The four-year growlh statistio represents approximately 1.800 students 
DbIr ： Knowl(Klge Pc^e 『 Program 


teaching stmts in poor neighborhoods* 
They and many of their principals 
have also taken business school 
classes* <f KIPP school leaders are small 
business owners in many respects 厂 
says Elliott Witney, the chief academic 
officer of KIPP's Houston schools, who 
keeps a copy of Jini Collins 1 Good to 
Great in his office. 

Started iii 1994 as an experiment 
with 50 fifth graders in Houston’s in¬ 
ner city，KIPP has blossomed into the 
biggest U.S, charter school operator, 
with 82 schools for poor and minor¬ 
ity children in 19 states. The Obaraa 
Administration cites KIPP schools 
as models for some of the education 
reforms it hopes to spur with $ioq bil¬ 
lion in stimulus money. The program 
has gotten u re markable results from 
students" Education Secretary Arne 
Dyne an told Bloomberg. It helps kids 
“who didn’t really have a good work 
ethic start to become extraordinarily 
successful / 7 

Working overtime is central to 
KIPP 4 soccesSj as it is at many cor- 
porations. Starting with the Houston 
experiment T Feinberg and Levin insti¬ 
tuted nine-hour school days instead 
of the usual seven T held classes on 
some Saturdays ^ and ran siuniiner 
sessions. Students often spent 60% 
more time in class than regular public 
schools require. After one year T the 
number of students performing 
at grade level in reading and math 
jumped to 90^0 from 50%. 

Results kept improving over the 
next decade. In 2005, a study by 
the Educational Policy Institute in 
Virginia Beach T found “large and 
significant gain si ^ among fifth grade ns 
in KIPP schools nationwide on the 
Stanford Achievement Teftt Series, 
a standardized assessment used by 
school districts. On a scale of 0 to 99^ 
the students score ii an average of 9 to 
17 points higher in readings language ^ 
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and math than they had the previous 
year elsewhere. 

z KIPP now has an 85% college ma- 
I tricolation rate, compared with 40% 

^ for low-income students nationwide, 

s according to a 2008 report card KIPP 

i prepared and ported on its Web s;ite. 

x About 9 0% of KIPP’ft 2 Q t 0Q0 students 

I are black or Hispanic; 80% qualify for 

^ subsidized meals. 

o 

E Principal teachers, students y and 


parents stay focused on preparing 
every child for college T Fein- 

berg^ 41 T a Universiity of Pennsylva¬ 
nia graduate who heads up KIPPS 15 
Houston school ft. (Yale University 
alumnosi Levity 39, runs the system 
six New York City school ft.) When 
KIPP students graduate, not just 
the high school teachers that walk in 
the commencement，” Feinberg says. 
“The middle school teachers and the 


elementary teachers that taught those 
kids walk as well,” 

KIPP school leaders, who refer to 
students and parents as “customers 厂 
have more control than traditional 
public school principals over budgets, 
staffing, and curriculum, Feiiiberg 
says. They also continually assess 
whether students are likely to succeed 
in college. Schools that fall short can 
lose the right to the KIPP brand. 


WORTH EMULATING? 

Some scholars, such as Jeffrey Heiiig, a 
political science and education profes¬ 
sor at Columbia University, question 
whether the KIPP experience can be 
reproduced on a large scale. KIPP staffs 
its relatively small number of schools 
by recruiting from a limited pool of 
top candidates, he points out. About a 
third of KIPP’s teachers and two-thirds 
of its principals are alumni of Teach 
for America, which draws heavily from 
the Ivy League and other highly ranked 
colleges. “KIPP and leach for America 
have shown that it is possible to get 
bright T enthusiastic，energetic young 
people [teaching in] .school^/ 7 Henig 
ftays, “But we don’t know whether 
that^ sustainable " 

KIPP’ft defenders insist the model 
is woTth emulating. The New York 
chapter has expanded “in a way that 
ensures quality control 厂 says New 
York Schools Chancellor Joel I. Klein. 
“They have consistently opened up 
very good .schools, and we want to mp- 
port that:’ 

The nation’s 4,9 00 charter ftchoolft^ 
including KIPP\s T operate under con¬ 
tracts with school districts or states 


Head of (he das&! 
KIPP co-founder 
Feinberg with Ihe 
Class of 2019 


and receive most of 
their operating funds 
from them. KIPP 
students attend for 
free and are chosen 


by lottery. Additional aid comes 
from organizations such as the Bill & 
Melinda Gates Foundation and the 
Walton Family Foundation. Gap cloth¬ 
ing chain founders Don and Dotl<; 
Fisher were early donors, contributing 
$64 million of KIPPS $130 million tally 
from pMlanthropieK. 

Feinberg wants to expand in Hous¬ 
ton from 15 to 42 KIPP ^choolfi^ serving 
10% of the city’s public school stu- 
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dents by 2020- He hopes his program 
will prod traditional public schools to 
adopt KIPP methods—just as com¬ 
petition from FedEx inspired the U.S, 
Postal Service to expand overnight 
mail. KIPP provides lt healthy competi - 
t]on n that “makes everybody better,” 
says Houston Independent School 
District spokesman Norm Uhl, 

Like KIPP, some other charter 
schools have increased class time，and 
many regular public schools have start¬ 
ed effective after-school programs, Uhl 
says. Michelle Rhee, head of Washing¬ 
ton <IXC，} public schools, has modeled 
some initiatives after KIPP, including 



Saturday classes Levm runs 

〜 tJew York's 

and moire ngorom six MPPschools 

summer school. 

Could KIPP, or any charter pro - 
gram，become a major catalyst for 
change in America's faltering public 
education system? It’s not clear, says 
Gayle Fallon, president of the Hous¬ 
ton Federation of Teachers- “Public 
schools don’t always react” the ways 
companies do, Fallon says, “They'll 
whine about losing enroOmexit” to 
charter schools, “but whether they do 
anything about it is another story.” 

Yet KIPP proves that “it if? absolutely 
possible for poor minority kids to 
achieve at the highest levels says Rhee. 
She cites a KIPP school in Washington 
where ^ she says, 90% of students are 
performing on gmde level, compared 
with 10% at a regular public school six 
blocks away, “Same neighborhood, 
same challenges, same kids with those 
wildly different outcomes^ says Rhee. 
That’s a report card any school would 
be happy to receive* I BWi 
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The New Speed 
Demon at Novartis 

CEO Jimenez says his consumer-products 
background will help the drugmaker pick up the pace 


By Dermol Doherty 

Joe Jimenez says that more than 20 
years selling Clorox bleach and Heinz 
ketchup taught him to make decisions 
quickly. Now, as CEO of Novartis, 
Europe’s second-largest dnigmaker T 
he'll try to prove that speed can also 
make a difference in the pharmaceuti¬ 
cal business. Jimenez ， 50, is replacing 
Daniel VaseUa, 56, who oversaw the 
merger of Sandoz and Ciba-Geigy that 
created Novartis in 1996 and has run 
the company ever since. 

At the moment^ Jimenez is basking 
in the glow of Novartis 7 fourth-quarter 
results: Net income advanced 49% year 
over year to $2.32 billion on $12.6 bil- 
iion in sales, up 28%. But the new CEO T 
who previously ran the pharmaceutical 
unit，will soon get a chance to test his 
reflexes. Novartis’ best - selling treat¬ 
ments, the Diovan hypertension pill 
and Gleevec^ a cancer inedicme^ begin 
to lose patent protection in 20:12, and 
Novartis—like all large dnigmakers—is 
scrambling to come up with the next 
generation of medicines. 

Jiinenez T an American with degrees 
from Stanford and the 
University of Califor¬ 
nia at Berkeley, believes 
his consumer-products 
background will help. He 


Jimenez (left) will 
be able to draw 
on the expertise 
of Chairmafi 
Vasella 


—gr 7 ▲ 


started his career at Clorox, the worlds 
largest maker of bleach T ran two divi¬ 
sions of ConAgra Foods, and oversaw 
HJ. Heinz' European operations. With 
consumer packaged goods, “Decisions 
have to be made quickly because the 
market moves quickly,” he says. But 
pharmaceutical businesses have long 
development lead times, which “tends 
to slow decision-making in areas 
where it doesn’t need to.” 

Jimenez oversaw the introduction 
of kid-friendly green ketchup when he 
was Heinz' North America chief execu- 
tive T says Heinz Chairman and CEO 
William R. Johnson. In 2002 he moved 
to Ewope, where he overhauled man¬ 
agement and cut costs by consolidating 
factories. He served on the board at 
AstraZeneca and advised the Black- 
stane Group before joining Novartis to 
head consumer health in 2007. 

Vasella, meanwhile, will stay on 
as chairman. Having built Novartis 
into a health-care powerhouse with 
$44-3 billion in annual sales, he doesn't 
plan to retreat into the shadows. When 
he took over Sandoz, it generated just 
45% of revenue from health 
care. He shed the agrichemicals 
business and later sold Novartis ^ 
medical nutrition and Gerber 
baby food units to Nestle for 
$8 biEionJnarecent interview 
with Bloomberg, he explained 
that he decided early last year to 
step down as CEO in 2010. “The 
question rm asking myself is 
how mill detach myself, how 
not to intervene but still be 
here 尸 he says. ^1 cannot sayTm 
suddenly disinterested.” 丨 BW1 
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MANAGEMENT & LEADERSHIP 


A European Tour 
For U.S. Labor 

American unions are taking the fight for ILS_ 
workers to European employers’ home turf 


By Carol Matlack 
PARIS 

Jetting off to Europe isn ? t exactly 
Genevieve Repsher^s styie* Asa 
single mom earning ^9 an hour in 
the cafeteria at Lafayette College in 
Easton, Pa. f ^1 struggle to pay my bilk】” 
she says. But Repsher and a dozen oth¬ 
er American employees of Paris-based 
food service group Sodexo traveled 
to the City of Light for the company’s 
annual meeting on Jan, 25 to protest 
its treatment of U.S. workers. At a 
hotel on the Place de la Republique l 
they handed out “Changing Sodexo, 
Changing Lives” T-shirts to cheering 
French supporters. 

With some 5.5 million Americans 
employed by foreign-owned compa- 
nieSj U.S. unions are targeting employ¬ 
ers on their home turf. They’re teaming 
up with local unions and mounting 


publicity campaigns to win better 
treatment for Americans, The Service 
Employees lotemationai Union T which 
organized the Paris trip, says Sodexo 
has used “harsh 厂 though legal, mea¬ 
sures to dissuade U.S. workers from 
organizing, such as requiring them to 
attend anti-union presentations. Mul¬ 
tinationals are 11 engaging in behavior 
around the world that wouldn’t be 
acceptable in their home country/ 1 says 
Mitch Ackerman of the Washington- 
based SEIU. “ We want to hold them 
accountable^ he says, 

THE EMBARRASSMENT FACTOR 

Sodexo isn/t the only Old World com¬ 
pany under attack. Deutsche Telekom, 
the German owner of cell-phone oper¬ 
ator T-Mobile y has been targeted by the 
Communications Workers of America 
and German union Ver,di. The two 


WHAT T S NEXT 


unions have an agreement that would 
let Ver*di T which represents most of 
Deutsche Telekom’s German employ¬ 
ees, sit at the bargaining table with the 
CWAif it succeeds in organizing T- 
Mobile’s U.S- workers. In Britain, retail 
giant Tesco faces pressure from British 
unions and the Washington-based 
United Food & Commercial Workers^ 
which is trying to organize at Tesco's 
Fresh & Easy markets in California’ 
Nevada, and Arizona. The UFCW and 
unions in Europe have secured a deal 
with Swedish retailer 
H&M that paved the 
way for a UFCW con¬ 
tract covering 1,200 
H&M employees in 
Manhattan. 

U.S. labor leaders hope to capitalize 
on the clout and privileged legal status 
of European unions. In Germany, 
major unions such as Ver.di get seats 
on corporate boards, while France^ 
constitution guarantees the right to 
strike. The Americans also hope to 
embarrass companies. The SEIU’ for 
instance, points out that most U.S. 
employees of Sodexo earn less than 
France’s minimum wage of $12.28 an 
hour. “We’ve always had relationsliips 
with [overseas] unions, but now we’re 
moving from reiationships into cam- 
paign mode 尸 says Michael Bride, the 
UFCW’s deputy organizing director for 
global strategies- 

European compimies defend their 
treatment of American employees. 

^We respect the rights of workers and 
the right to unionize,” Sodexo CEO 
Michel Landeltold shareholders at the 
animal meeting. Tesco says its 3’OOO 
U.S. employees receive competitive 
wages and benefits and are free to 
unionize but have shown little interest 
in doing so. T-Mobile says tlie u over¬ 
whelming majority^ of its 38,000 U,S, 
workers don’t want to join a union. 

More campaigns are likely. Just as 
shoemaker Nike bowed to demands by 
American activists to improve condi¬ 
tions in its Asian factories, European 
corporate leaders may back down in 
the face of bad publicity, says Lowell 
Turner, a professoral Cornell Uni- 
wrsity’s School of Industrial & Labor 
Reiations. Says Turner: “They want to 
protect their brands i b w! 


TheSEIUonthe 
march outside 
5odexo ] s aanuaf 
shareholder 
meeting m Paris 
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At Time Warner，Local 
Content，Global Profits 

CEO Jeff Bewkes is doing production deals abroad to 
boost revenues. His rivals already have a head start 


By Tom Lowry 

One of Jeffrey Bewkes ^ favorite mov¬ 
ies these days is Two Ear Chicken, 
a low-budget German tale about a 
philandering tabloid journalist. No, the 
Time Warner CEO hasn^t 
become a connoisseur of 
obscure German cinema. 

His company produced the 
romantic comedy^ and it is 
the most popular German 
film of 2009. 

Welcome to wliat Bewkes 
likes to call the New Time 
Warner. Recently slimmed 
down—so long, AOL and 
Time Warner Cable—the New York 
media giant is looking for growth over¬ 
seas* Bewkes believes it is no longer 
good enough simply to export films like 
The Dark Knight or TV shows like The 
Sopranos, He wants to produce local 
programming for audiences around the 
world. Last year, Warner Bros, released 
19 movies for the German market* “We 
need to get scale in these countries,” 



says Bewkes, “and one way to do that is 
to ramp up local productions^ 

The Time Warner chief is a little late 
to the party- News Corp- and Via¬ 
com have been hooking up with local 
entertainment companies 
around the world for years. 
With AOL and the cable 
business gone. Time War¬ 
ner this year will generate 
30% of its revenues over¬ 
seas, up from 17% before 
last year’s spinoffs, Olaf 
Olafsson, who runs global 
operations from New York, 
says he and Bewkes 
knew the “one-shoe- 
fits - all” export model 
wasn’t going to work. 
“WeMhave to tailor- 
make [films and TV] to fit the markets/ 1 
One way to do that is to buy produc¬ 
tion companies. But Bewkes is a fa¬ 
mously cautious dealmaker, especially 
in the wake of his disastrous 2008 
acquisition of British social network 


CEO Bewkes 
has m^de deats 
\n Irtdia ai)d 
Eastern Europe 


Bebo, since offloaded 
with AOL- So far，his 
acquisitions have been 
modest. In December, 
Time Warner’s Turner 
Broadcasting System 
shelled out $126 mil¬ 
lion for a 92% stake in 
NDTV Imagine, a Hin¬ 
di-language channel 
based in New Delhi* In 
March, Time Warner 
paid $240 million for 
a 31% stake in Cen¬ 
tral European Media 
Enterprises, a Prague-based collection 
of TV networks that reaches 97 million 
people in seven countries in Eastern 
and Central Europe. Both, Bewkes says, 
will help bring an “authentic feel” to 
Time Warner’s local productions. 

He points to Germany as a tem¬ 
plate for other countries. There, 
the company asked Wilii Geike, an 
executive responsible for getting 
Warner Bros, movies into German 
cinemas, to scout potential produc - 
tion partnerships. Geike persuaded 
actor-director Til Schweiger (Ger¬ 
many^ George Clooney) to direct 
and star in a series of films featur¬ 
ing Ludo x the tabloid journalist^ and 
Anna, hk kindergarten teacher wife. 
Two Ear Chicken {Zweiohrkuken in 
German) was released in December 
and has grossed north of S41 million* 
That^s a pittance next to a Hollywood 
blockbuster like Sherlock Holmes 
(from Warner Bros.) which has taken 
in $390 million since its December 
release. But Bewkes says he paid no 
less attention to the daily grosses for 
Two Ear Chicken and sees its success 
as validation of his global strategy. 

Will the wary Bewkes approach 
get him the international scale al¬ 
ready enjoyed by rivals like Rupert 
Murdoch’s News Corp. and Sumner 
Redstone’s Viacom? On Feb. Bewkes 
told analysts that the international 
cable TV businesses will generate 
$400 million in operating profits this 
year and claimed that will beat out his 
competitors. Still, if Bewkes，global 
strategy is to work, says Sanford C. 
Bernstein & Co- analyst Michael Na- 
tlianson T the Time Warner boss may 
need to think bigger- 3 bw : 
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WHATS NEXT 


STRATEGY & COMPETITION 


India: Nobody Loves 
The Mobile Net 


Enthusiasm over upcoming 3G auctions wanes in 
the face of reluctant users and prohibitive costs 


By Mehul Srlvastava 
DELHI 

Be careful what you wish for. 

When India announced plans 
to auction off licenses for 
superfast 3G phone service, 
the country^ mobile-phone 
companies cheered, it was 
August 2007 , 仙 d their 
stocks were at all-time highs 
as more than 8 million new 
customers signed up every 
month. 3G, these companies 
thought, would surely make 
them richer, fester. 

Now t after four delays, the 
auctions are likely to take 
place in coming months ， per* 
haps as soon as March. The 
reaction of India’s mobile 
carriers? More fear than cheer. While 
the government still hopes to collect 
a total of $5.5 billion for four national 
and 22 regional licenses, a price war has 
driven calling rates to well under i<t per 
minute T slowing the industry's profit 
growth and denting stock prices. Car¬ 
riers will need cash to bid on spectrum, 
and building a nationwide network 
will cost each as much as $4 billion. 
“Operators need to be realistic and 
not overbid/’ says Naveen Mishra, an 
analyst at researcher IDC, 



700 

thousand 


Subscribers 
to BSNL’s 3G 
service 11 
months after 
its launch 

⑶他 BSNL 


The 3G track 

doesn’t inspire confidence, 
in Europe T overbidding 
nearly bankrupted many op¬ 
erators. India's state-owned 
BSNL, which the government allowed 
to launch 3G a year ago, now offers 
service in 300 cities，has just 700^000 
customers T and has cut tariffs at least 
twice. The company didn't respond to 
requests for comment ^ but its record 
doesn’t encourage rivals, “Now we 
have to spend billions of dollars on a 
network that 2% of the country will 
use? 11 grumbles a senior finance official 
at Bharti Airtel, the country’s leading 
carrier, with 116 million customers, 
“It’s not like everybody in a village is 
carrying a ElackEerxy^ adds the execu¬ 
tive, who asked not to be named be¬ 
cause Airtel T s official policy is that it’s 
eager to offer 3G to the Indian masses. 


Selling phones 
in Mumbai: 3G 
^uctiofis could 
boost foreign 
control 


The auctions may lead to consoli¬ 
dation and greater foreign control of 
India’s cellular business. The top 
three operators hold just over half 
the market, while dozens of smaller 
players scramble for the rest. Foreign- 
erSj meanwhile, are eager to buy in. In 
2008, Japan's DoCoMo paid $2.7 bil¬ 
lion for 26% of Tata Teleservices, the 
country’s No, 4 operator, and Russians 
MTS bought 74% of Shyama TeleSer- 
vices* Norway’s Telenor took an inter¬ 
est in another small player last year. 

To raise cash for the auctions, Essar 
Group, which owns a third of No. 2 

carrier Vodafone Essar, is in 
talks to sell an antenna tower 
subsidiary to Boston-based 
American Tower for ^420 
million, Aircel, a smaller 
player controlled by Malay¬ 
sia^ Maxis Communications, 
on Jan. 14 sold 17,500 of its 
towers to a Mumbai company 
for $1,8 bHIion. Idea Cellulai, 
the tliird-largest carrier’ says 
it has raised $2 billion in cash 
and loans for the auction—a 
move designed in part to 
squelch nimors that the 
company maybe a takeover 
target. Idea didn’t respond 
to requests for comment. 

“All of them are going to feel 
squeezed 厂 says Naveen Wad- 
hem, a principal at Boston’s 
TA Associates, which invested 
$100 million in Idea in 2006. 
“But [consolidation] appears 
long overdue^ 

Most Indians seem con¬ 
tent to use phones for voice calls and 
texting- Only 40,000 or so iPhones are 
being used in the country^ and smart¬ 
phones make up well under 5% of the 
handset market, India’s government 
estimates. Of Indians 530 million-plus 
subscribers^ only 2 million regularly 
use the mobile Net^ mostly to down¬ 
load pictures of cricket players and 
Bollywood stars，according to the 
Internet & Mobile Association of India, 
a tmde group, “I don T t even have an 
e-mail account" says Delhi taxi driver 
Ranjit Mishra. With a handset that in¬ 
cludes a built-in FM radio, he wonders, 
“What would I do with Internet on this 
phone? I have music already/ 1 bwi 
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Japan’s Car Guys 
Cross the China Sea 

Mainland automakers are hiring more Japanese 
engineers to boost efficiency and improve design 

By Kiyori Ueno, Yuki Hagiwara, 
and Ian Rowley 


Kondo at home 
in Nagano after 
a year in China: 
■” want to go 
back sg a inf 


At age 72, Kiyoslii Kondo feels like he 
has discovered the fountain of youth. 
After four decades as an engineer at 
truckmaJter Isuzu, where he focused 
on making vehicles better able to stand 
up to rough roads’ he’s taking on a new 
chalienge: helping Chinese carmakers 
emulate the rise of the Japanese. “It 
is so much fun to teach/’ says Kondo, 
“China is like Japan 30 to 40 years ago.” 

For the past year, Kondo has regularly 
jetted off to Chongqing T the great me¬ 
tropolis of western China, to help out 
at Chongqing Changan Automobile. He 
has taught the company’s engineers to 
calculate how many staffers are needed 
at various stages of modei development, 
how to toughen their designs，and more. 


In one instance T he helped Changan 
figure out a sophisticated machine 
for testing the strength of a vehicle’s 
chassis that was standing idle became 
no one knew howto use it. With his 
$550-a-day contract now finished, he 
says: “I want to go back again.' 1 

If Kondo doesn^t make the trip, 
others certainly wili. While in China T 
Kondo ran into compatriots from 
Toyota ， Mazda, and Mitsubishi doing 
similar work. At least 100 experienced 
Japanese engineers have worked with 
Chinese automakers recently, reckons 
Hiromi Shioji, an economics professor 
at Kyoto University. “If [the Chinese] 
want to improve the exterior of the car 
then they go to Italians，but for the guts 
they are looking to the Japanese/ 1 says 
Akira Ami, president of Global Busi¬ 


ness Support & Marketings a consult¬ 
ing company that has sent Japanese 
engineers to China since 2002, 

Some Chinese companies have even 
set up shop in Japan to tap into the 
smarts of the country T s engineers* JAC 
Motors, based west of Shanghai in An¬ 
hui Province, opened a research center 
in Tokyo in 2006. The truckmaker has 
hired dozens of locals to help it develop 
passenger cars. ^Japanese engineers 
have the mental strength to pursue a 
problem until it is solved^ says Wen- 
jun Wang, chief of the Tokyo center. 
“Young Chinese engineers don’t have 
the same endurance.” 

Tliere^s plenty of 
work to be done. Bei¬ 
jing has long required 
foreign automakers 
in China to team up 
with domestic joint-venture partners. 
But the foreigners have been stingy 
with their technology，so Chinese 
manufacturers haven't learned as 
much as the leadership had hoped. 
Many analysts say it will take a decade 
or longer before the Chinese make cars 
that meet Western standards, though 
Kondo and others like him could help 
speed tilings up. 

Courted as they are by the Chinese, 
the Japanese face plenty of cultural 
hurdles. Though most engineers say 
they were welcomed by the Chinese, 
some grouse that the Chinese approach 
to making cars is too different from 
Japan^s for them to have much of an 
impact. The Chinese ^ says consultant 
Ami f tend to be assemblers, largely 
outsourcing vehicle development. Ami 
adds that iVs common for the hired 
guns to be asked to help reverse-engi¬ 
neer Japanese cars—making it easier 
to copy designs—and that some have 
been asked to hand over the technology 
secrets of their former employers. 

Kondo nonetheless thinks he has 
done the right thing. His work in China 
reminds him of the 1960s, when he 
learned the Latest techniques in vehicle 
testing from Ford on visits to the U.S. 
Back then, he says, he waK thrilled 
that foreigners took the time to teach 
young Japanese engineers the basics of 
carmaldng. “That’s how we learned/’ 
he says. “1 never dreamed then that I 
might become like them.” 1 bwi 
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WHATS NEXT 


FINANCE 


Lousy CD Rates? 
Guess Who Wins 


With the Fed keeping 
interest rates low ， 
Citigroup and other 
banks have made an 
extra $56 billion 


By David Henry 

Low interest rates have been hell on 
savers—and heaven for banks. How 
heavenly? Try $56 biliion. That's the 
amount U.S. banks booked in extra in¬ 
terest income in the two years after the 
Federal Reserve started cutting rates in 
September 2007 f according to calcula¬ 
tions done for Bloomberg Business - 
Weekby researcher SNL Financial, 
Banks are getting a pretty sweet deal 
for nearly blowing up the financial 
system. Not only did the Fed ratchet 
down rates to save them T but wary de¬ 
positors rushed to the comfort of their 
government-backed accounts. Banks 
have been able to use those ultra- 
cheap funds to make lucrative loans 
and investments since longer-term 
interest rates have remained relatively 


ROCK-BOTTOM RATES 
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high* It T s a hidden subsidy that may 
be as important to the bank bailout as 
the Troubled Asset Relief Program and 
the bond guarantees from the Federal 
Deposit Insurance Corp* 

PAYING THE PRICE 

The problem, says Joseph R, Mason, 
a finance professor at Louisiana State 
University in Baton Rouge ^ is that 
savers axe bearing the cost，and they 
won^t be getting their money back. 
“We are all funding the bailouts, 
whether we want to or not T both as 
taxpayers and depositors 厂 lie says* As 
the Fed lowered short-term interest 
rates to near zero, banks sliced the rates 
they offered on savings accounts, cer¬ 


tificates of deposit, and the like. The 
average rate paid to depositors dropped 
from 4,23% in September 2007 to 
1.55% in September 2009, according to 
Dan Geller, executive vice-president of 
Market Rates Insight, a data firm. 

Offering minuscule rates didn't 
prevent the banks from sweeping up 
deposits. With the stock and bond 

markets in turmoil, sav¬ 
ers fonneled $ 534 bii- 
lion into federally 
insured accounts from 
Jime 2008 through June 
2009, boosting the total 
by 7-6%，according to 
theFDIC_ 

Banks are making a 
nice profit on the funds, 
helping them offset bad 
loans. Rates on 30-year 
fixed-rate mortgages 
declined only 1,24 per¬ 
centage points during 
the two years, or less 
than half the 2*88-point 
decline in rates paid on 
a six-month CD, notes 
Eankrate.com. Thanks 
to such widened gaps, 
Citigroup banked extra 
net interest income of 
运 13.7 billion in the two- 
year period，according 
to estimates in its finan¬ 
cial reports that include 
businesses outside its 
regulated banks, “The 
banks are making more 
money than they have 
ever made” on the difference between 
their borrowing and lending, says 
David Bianco, equity strategist at Bank 
of America Merrili Lynch, 

The good times {for banks) will 
last as long as the Fed keeps rates 
low—and that could be quite a while* 
Economists surveyed by Bloomberg 
believe the Fed won’t start raising rates 
before November, and most expect 
the Fed to move cautiously as long as 
unemployment remains high. The low 
short-term rates^ combined with di¬ 
minishing loan losses, could provide a 
big boost to banks r bottom lines. If you 
really get the Fed to hold rates steady, 
says Bianco, “you could get explosive 
bank earnings growth in 2010.” ■ bw 
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FINANCE 


How Goldman Profits 
From Nonprofits 

Community development groups are helping bankers 
reduce the risks of lending to small companies 


By John Tozzi 


SMALL 

BIZ 


After Goldman Sachs 
and Morgan Stanley 
became bank hold¬ 


ing companies in 
2008, Lesia Bates Moss pounced. As 
president of New York-based non¬ 
profit Seedco Financial Moss looks 
for new sources of capital to expand 
Seedco T s lending to small businesses 
in low-income neighborhoods. Often 
that capital comes from banks, which, 
under the Commiinity Reinvestment 
Act, are rated on how well they serve 
disadvantaged areas. Investing in an 
institution such as Seedco, one of 
about 900 Community Development 
Financial Institutions {CDFIs) T helps 
banks comply. As bank holding com¬ 
panies, Goldman and Morgan would be 
subject to Community Reinvestment 
Act requirements—and therefore. 
Moss thought, might be persuaded to 
invest in nonprofits like hers. 
Policymakers and bankers expect 
CDFIs like Seedco soon to play a greater 
role in small business financing. ^Sev¬ 
eral of the nation’s largest banks are 
developing CDFI partnerships to pro¬ 
vide small business credit 厂 says Mark 
Pinsky T CEO of Opportunity Finance 
Network, a Philadelphia』based alli¬ 
ance of CDFIs. “I know of at least two 
significant deals that could launch in 
the coming weeks/ 1 American Express, 
CIT Group, and GMAC are also newly 
subject to CRA requirements. “What is 
occurring now is reaily a systemic shift 
ill the whole financial markets^ says 
Moss, as banks reduce their risk and 
their capacity to lend directly to small 
businesses. “It really supports the case 




Moss，nonprofit, for CDFIs and other 

Seedco, is gettmg alternative lend- 

Goldman funding .. _ , , 

foriis.msli mg sources to play a 

busies loans much more critical 

role to fill that gap/ 1 
On Feb. 3 the Obama Administration 
said it would use up to $lbOiion from 
the Troubled Asset Relief Program to 
provide lower-cost capital to CDFIs. 

CDFIs tap federal funding, founda¬ 
tion grants T and commercial banks to 
finance businesses, housing, and com¬ 



mercial development. JPMorgan Chase 
has invested $1.2 billion in the kst five 
years; Bank of America has a $1 bil¬ 
lion CDFI portfolio; and Wells Fargo 
has $400 million in CDFI loans ond 
investments* lo November, Goldman 
announced a $500 million program to 
aid small businesses. Over five years, 
some $250 million of that will be lent 
to CDFIs t with an additional $^o mil¬ 
lion going to CDFIs as grants. Seedco 
received $20 miliion in January. 

Critics treated Goldman's an¬ 
nouncement as a PRmove, but the 
allocation is real money: about i% of 
CDFIs，combined 
assets* Goldman 
says its program 
goes well beyond 
CRA requirements. 
Regulators may con¬ 
sider a bank’s CRA 
performance when 
approving merg¬ 
ers, acquisitions, or 
other expansions. 

Lendingto CDFIs 
gives banks a low- 
risk way to reach 
businesses that may 
become customers. 
Bankers say their 
CDFI portfolios 
have low loss rates, 
because community 
lenders take the first 
losses and because 
nonprofits provide 
technical assistance 
to entrepreneurs. 
That help “often 
makes a difference if 
smaO businesses are 
viable or not/’ says 
Megan Teare T vice- 
president for CDFI 
lending programs at Wells Fargo. 

CDFIs have not been immune to the 
downturn —about 9.3% of loans were 
more than 30 days past due in the third 
quarter, compared with 6-25% in 2006, 
according to Industiy surveys. But, says 
Donna Gambrell, director of the U.S. 
Treasury fund that supports CDFIs T 
“We have not seen the deterioration that 
we were fearful we would see.” To banks 
looking to expand their small business 
loan programs, that's good enough, bw ： 
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■NfMTION & TECHNOLOGY 


The "Troll ， That 
Ticks Off Techies 

Foes say Acacia Research tries to get rich off others 7 
innovations- Inventors say it’s a savior 


By Rachael King 

For an executive whose 
company mikes no 
products, Paul Ryan 
spends a lot of time 
fighting over patents. Ryan^s company ， 
Acacia Research, acquires patents from 
inventors and then seeks fees from 
companies it accuses of infringement. 
Acacia has filed at least 337 patent- 
related lawsuits in its 18 years, ^We^e 
the go-to company for patent licensing 
and enforcement^ Ryan says. Revenue 
is expected to rise to $68.8 million this 
year, from $34,8 millioo in 2006. 

Because Acacia licenses technolo¬ 
gies it doesn’t design or distribute，it 
is known as a “nonpracticing entity.” 
Many tech executives—and their 
investors—call Acacia and its peers 
by a different name: “patent trolls.” 
Litigation by these firms “costs the 
industry billions of dollars per year,' 1 
says Horaeio Gutierrez j deputy general 
counsel at Microsoft, which on fan. 25 


agreed to license an Acacia subsidiary J s 
technology covering Internet-map 
geographical information. 

Critics say trolls try to apply patents 
that are too broadly defined or that 
cover ideas that existed before the pat¬ 
ent was granted. Many say the entire 
U,S. patent system needs reform. But 
for inventors who alone can't take tech 
companies to court over meaningful 
innovations, the Acacias of the world 
play a vital role. 

"I WOULONT HAVE GOTTEN A DIME” 

In the late 1970s, airline pilot Paul 
Ware devised a system for protect¬ 
ing credit-card transactions against 
fraud and then spent $20^000 of his 
own money to obtain a patent that was 
granted in 1987. Ashe tried in vain to 
get funding to bring his idea to market T 
other companies began making their 
own products based on his idea. It 
wasn’t until 2004, when a nonpractic¬ 
ing entity later acquired by Acacia ob - 
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tained his patent, that Ware could start 
collecting licensing fees. li l wouldn't 
have gotten a dime,” Ware says. 

To get more than dimes for clients) 
Acacia files lots of lawsuits—more than 
twice as many as second-most-active 
firm Rates Technology, says researcher 
PatentFreedom. Acacia says it reaches 
out-of-court settlements in roughly 
95% of the lawsuits and that it wins 
about half the cases that go to trial. 

For those who prevail against Acacia r 
victory feels sweet, “Patent trolls are 
like neighborhood bullies^ Robert J, 
Shillman, CEO of machine vision- 
system maker Cognex’ said in 2008. 
“They can only be stopped by standing 
up to them.” 

At the same time, nonpracticing 
entities help bring transparency to a 
market in which the price for patents is 
shrouded in nondisclosure agreements, 
says James Malackowskij CEO of 
Ocean Tomo r an Intellectual-property 
consulting firm. In 2008,2,896 patent- 
infringement actions were fiied, with 
a median range of annual damages of 
$2.2 million to $10.6 million, accord¬ 
ing to PricewaterhouseCoopers, Ocean 
Tomo estimates that about half the 
patent lawsuits in the tech industry are 
brought by nonpracticing entities* 

Brad Burnham, a partner at venture 
capital firm Union Square Ventures, 
says one-thirdof his portfolio 
is targeted by patent trolls, “We’re on 
the very front end of an explosion of 
frivolous litigation that^s going to put a 
damper on innovation/ 1 he says. 

A growing number of companies 
are girding themselves against patent 
trolls by joining so-called defensive 
patent aggregators, such as RPX，which 
buy patents and license them to mem¬ 
ber companies. 

Ryan says more companies are will¬ 
ing to negotiate before a case lands in 
court. Some have even asked Acacia 
to seek payment for their patents 
in much the same way that Acacia 
represents small inventors and patent 
holders. Even a troll, sometimes, can 
bean ally, • aw 丨 


BUStNESSWEEK.COM j For more ofi the 

I CEO Guide to Tedi, 
ptease qo to: http : //www*businessweekcom/ 
go/IOVceoguide 


CEO GUIDE 
TO TECH 


66 1 BiOOWIBERG BUSINESSWEEK FEBRUARY 15, 2010 































Starfish lack one centralized brain. 


They can't process information seamlessly. 

But you can. With proven business analytics software and services from SAS. 

www.5as.com/starfish 






■ . 


SAS A Business Analytics 

Visit www.sas.com/starfish for details on our software and services 


， Data integration 
* Analytics 

■ Query and reporting 


• Targeted business and 
industry solutions 

* Performance management 


§ sas 


SAS and all other Inc. fitKtitl o» suftics names amre{|R 的 邮 iiBdomaksor tiartomaksofSAS hstnife Jrtt. in ther USA anti o^kt raumkE. A inaicates USA rogfetnuiin Oltw bran'JtiiKi iwidUn 1 : naitrjs are irsffcfiinite v tlwir rospoctj^ccnipai*'!：- PflOBSASlistiliiifl'Irr 

Al rkiNa resavsrJ.SISIM.IOOQ 








69 Got enough to retire? 

Tales from the trenches 
72 Bonds: Fix the mix 
77 Portfolios: The 401 (k) 
outlook 


PERSONAL BUSINESS 



MONEY REPORT 

PROFIT 

PICTURE 


Shares of Netflix reached a new high of 
63 on Jan. 28. That gain—more than $12 in 
one day—came as the company announced 
it added l million customers in the fourth 
quarter. The movie subscription service also 
reported fourth-quarter earnings of 59$ per 
share ^ topping the average estimate of 44( 
and CEO Reed Hastings said Netflix is expect¬ 
ed to continue to grow “rapidly and profit¬ 
ably^ in 2010. ^ The news prompted a spate 
of upgrades from analysts* A report from 
}PMorgan noted that the company will benefit from an improving U-S. economy 
and predicted the stock would climb to 70 by the end of 2010. But the long-term 
outlook for Netflix depends onhow tlie shift to digital streaming affects the com¬ 
pany, which was founded in 1977. In 2009^ fourth quarter, 48% of its 12.3 million 
couch-surfing subscribers streamed video* Morgan Stanley analysts think shares 
could rise as high as 68* Online competitors Hulu and YouTube, as well as rivals 
with DVD kiosks ? like Redbox, remain threats- -Tara Kalwarski 
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EARNINGS 


PENNY PLAYS 

When a company^ earnings miss Wall Street 
forecasts, its stock usually slips. Over the long 
term, though, those stocks may be better in¬ 
vestments than shares of companies that avoid 
missing the estimates through fancy account¬ 
ing footwork. To see which group performs 
better, Paul Hribar, an accounting professor 
at the University of Iowa’s Tippie College of 


Business, separated companies into two camps. 
One group of 1,367 companies missed earn¬ 
ings-per-share (EPS) projections by a penny 
while maintaining their usual expenditures. 
The other 2,099 beat their EPS mimbers by a 
cent, but only after adjusting their accounting 
reserves or cutting outlays on R&D or adver¬ 
tising. On average t the near- miss companies 
outdid the overall market by 30% over the next 
three years, while the forecast-beaters lagged 
the market by 10.3%. -Michael Arndt 


DIVIDENDS 


YIELD HAVENS 

In 2009, the number of 
U‘S. companies 
decreasing dividends 
was the highest since 
1955. According to 
Standard & Poor% 

804 companies 
reduced payouts by a 
total of $58 billion. 
Looking ahead to 
2012, analyst esti¬ 
mates of S^P 500 
dividends per share 
show a projected 18% 
rise, data compiled by 



Number of compa¬ 
nies that decreased 
dividends in 2009 

Data: Standard & Poors 


Bloomberg show. 
Among individual 
stocks, Johnson & 
Johnson, which has a 
3.1 % dividend, will 
likely raise it to 3.3% in 
April, and Abbott 
Laboratories may lift 
(ts dividend in March 
to 3.3%, from 3%, data 
show. Matthew 
McCormick, a fund 
manager at Cincin¬ 
nati's 6ahl & Gaynor 
Investment Counsel ， 
recently bought 
shares of both J&i and 
Abbott on speculation 
that investors will 
favor stocks with 
consistent earnings* 
-Lynn Thomasson, 
Alexis Xydias, and 
Francesca Cinelli 
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PERSONAL BUSINESS 



Fehr, a former 
Boeing exec, ran 
into hassles with 
consulting work 
after retiring 


RETIREMENT 


WISE CHOICES ， 
DUMB MOVES 

By Christopher Farrell 



Financial planners can advise，books can inform, work¬ 
sheets can approximate- But they’ll never replace the 
advice you can get from folks who have ventured before 
you into that great unknown: retirement. To help you avoid 
dead ends and pitfalls’ we asked retirees to look back over 
their time outside the working world and talk about their 
smartest financial moves T biggest surprises，and worst 
mistakes* 


Tim and Jackie Fehr 

Park City，Utah 

It was skiing, not snoozing, that Tim Fehr 
imagined when he thought about retirement . 
When the Boeing engineering executive retired 
in 2001, at age 60, lie and his wife, Jackie T knew 
they wanted to live in a ski community. Every 
Christmas for more than 10 years the family 
had vacationed at ski resorts. Soon after he 
retired they settled on Park City for its many 
slopes, lively town, and nearby international 
airport. The Felirs consider that move one of 
their smartest. But the absolute smartest tiling 
he did, says Tim T was to work with a financial 
planner and hire an estate planning attorney to 
set op trusts for his wife and two adult kids. 

The financial wrinkle he considers his big¬ 
gest mistake came out of consulting work. 

A former client hired him as chief technical 
officer. He was paid mostly with stock grants 
and had to pay income tax on the stock's value 
at the time of the grant. When the stock traded 
below $1, that didn't seem like a big deal The 
probiem came when the stock rose above $10. 
When he got grants at that price, he had to pay 
a lotto cover taxes* He couldn^t turn around 
and sell the stock—lie was required by the com¬ 
pany to hold it for a year, and, as a corporate in¬ 
sider, had other restrictions on when he could 
sell. He woundup tapping retirement savings 
to own a stock he had to wait to sell. “Lots of 
cash out and a lot of paper in,” he says. “The 
risk was much greater than I was expecting^ 
The most unexpected aspect of retirement 
for Fehr is how work-life balance is still tough. 
He used to tell team members at Boeing that 
a reasonable balance was 60% work, 30% fam¬ 
ily, and 10% giving back. When he retired, his 
team asked what his percentages would be. 

He predicted 50% family, 20% work T and 30% 
giving back. The reality: 40% family, 40% 
community, and 20% work—though the line 
between working and giving blurs. He works 
for his wife’s not-for-profit, the Wildlife 
Protection Society. “My challenge is to make it 
function as a legitimate business and meet IRS 
and state requirements^ 1 he says. ^It requires 
me to tap all my MBA knowledge/ 1 

Carol Daly 

Minneapolis 

Carol Daly ， 68, doesn’t like the word “retire-” It 
stems from a French word with the bleak mean¬ 
ing of''withdrawing^ or going into ^isolation^ 
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PERSONAL BUSINESS 


GOT ENOUGH TO RETIRE? 


she says. Daly prefers to tell people she “left 
behind paid work 厂 

For 25 years Daly worked at the University 
of Minnesota helping colleges and universities 
in the state develop lifelong learning pro¬ 
grams, Although she and her husband never 
made more than a combined Si00 T 000, they 
put three kids through private colleges. She 
planned on working until 65, but at 56 she lost 
a part of her work that she loved, as Minnesota 
state director for Elderhostel, the nonprofit for 
adult educational travel, when it restructured. 
(She worked both for the University andEl- 
derhosteL) Three weeks later her husband died 
from lung cancer at 58. She continued working 
at the College of Continuing Education at the 
University of Minnesota until she could tap 
retirement accounts at age 59V2 in 2001- 

What has shocked Daly is how well she’s 
doing financially, given the economic trauma 
of recent years. For 25 years the University took 
13.5% of her paycheck for retirement sav¬ 
ings and she added another 2.5%, She takes 
out $6,200 a month from retirement savings 
and gets another $1,400 from Social Security. 
About $1 T 200 is set aside for taxes and another 
Si,500 is taken out so that she has 
easily tapped savings- 

The best financial move Daly 
made was selling her home in 
the suburbs and buying a condo 
Ln downtown Minneapolis. The 
condo has become a hub of her so¬ 
cial life. Biggest regret? Working 
from 2001 to 2006 in the field of 
adult education, including for her 
former employer, UMinn, without 
pay. She stuck around because her 
identity was so closely tied to her 
work, she says. Now she T s having 
a blast working on a city arts com¬ 
mission and taking adult educa¬ 
tion classes. “I wasted some time," 
she says. “I was too afraid of being 
discarded or ignored.” 


headquartered in St, Paul, 

Miim” and had worked 
there for two decades- 

Real estate is at the core 
of botha goodmove and 
a mistake. The Forsythes 
had bought their Arizona 
home, which is on a golf 
course, at the height of 
the housing boom. But 
they love the climate. 

They also love Chicago 
and their condo there. 

The mistake was trying 
to hold on to a third home 
in a St. Paul suburb. The 
hassles weren^t worthit, 
andtheysoid didn^t 
lose money, but I didn’t 
get what I would have if I had sold at the top 尸 
Forsythe says. 

The surprise is how quickly he abandoned his 
identity as an Ecolab executive - He left and that 
was it* Instead, he and Terry travel the world, 
attending operas and chamber music concerts 
and visiting kids and grandkids, BW 



Daiy says leaving 
the subiirbs 
for downtown 
Minneapolis 
was her best 
retirement move 


HIJACKED BY HEALTH-CARE COSTS? 


We asked two certified financial planners about the smart moves, mistakes, 
and surprises they see among dients 


Julie Schafz, cfp 

Mania Park, Calif. 

SMARTEST MOVE Cutting spending 
so they take less out of a retirement 
portfolio, especially when it's down 
like now. 


Jack and Terry Forsythe 

Tucson and Chicago 

A cancer sc 出 : e was a big reason 
why Jack Forsythe decided it was 
time to retire in 2006 at age 59* He 
had been chief tax officer and se¬ 
nior vice-president at Ecolab T the 
cleaning and sanitation company 


BIGGEST MISTAKE First, entering 
retirement with a third or more of as¬ 
sets tied up in one company's stock. 
Second, applying for Social Security 
at age 62 without running the numbers 
first, 

SURPRISE Forget needing only 
70% of preretirement income. Many 
retirees take up hobbies, and hobbies 
are expensive. The biggest surprise: 
Health-care costs, especially "rf retiring 
before age 65. 


Percy E. Bolton ， cfp 

Pasadena, Catif* 

SMARTEST MOVE To do some sort 
of retirement plan as the age for retiring 
nears. It gives a good idea whether they 
have the income and assets to live the 
lifestyle they expect, Most don't know. 

BIGGEST MISTAKE They leave work 
prematurely and find out later they 
didn't save enough, largely due to high 
and rising medical costs. They didn't 
realize how much time they'd spend at 
the doctor’s. 

SURPRISE Clients think retirement 
means peace and quiet. But there are 
so many decisions to make, from help¬ 
ing the kids to figuring out what to do 
with the house. 
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Having trouble deciding if e Roth IRA conversion is right for you? 
A Merrill Lynch Financial Advisor can explain the potential benefits 
and help you determine if one is a good fit for your long-term 
strategy. To Learn more, visit mlcom/help2retire or caU 866.820.1493. 


Investing involves risk，Neitlier Merrill Lynch, Pierce, Fenner & Smith Incorporated nor its Rnancial Advisors provide tax, accounting or legal advice. 

We suggest you consult your personal tax advisor before making taK related investment decisions, 

Merrill Lynch Wealth Management makes available products and services offered by Merrill Lyncti, Pierce, Fenner A Smitti Incorporated (IV1LPFAS) and other subsidiaries 
of Bank of America Coiporation MLPF&S is a registered broker-dealer. Member SIPCand a wholly owned subsidiary of Bank of America Corporation. 

investment products ： | Are Nit FDIC Insured | Are Not Bank Gtfaranteeil | May lose Value 

The bull symbol, he3p2retire and Merrill Lynch Wealth Management are trademarks of Bank of America Corporation, ©2010 Bank of America Corporation, All rights reserved101783,02/2010 





RETIREMENT 


HOW TO FIX 
YOUR BOND MIX 


By Tara Kalwarski 


If the Federal Reserve raises interest rates later this year to 
keep the economy from overheating, hip, hip hooray, right? 

That means the Great Recession really is in our rearview mir¬ 
ror. But harrumph might be the more appropriate response 
from many current or soon-to-be retirees, who could see the 
prices of their fixed-income holdings slump as a result* 

Investors put more than $356 billion into 
fixed-income mutual funds last year, over 10 
times as much as in 2008. But higher interest 
rates go with lower bond prices* And for most 
investors, who tend to own bond funds rather 
than hold individual bonds to maturity, lower 
prices can foreshadow losses. “If the Federal 
Reserve raises rates New York University 
economics professor Ann Lee explains’ “that 
signals a recovery is under way” 一 bullish for 
stocks, bearish for bonds. It’s scary for older 
Americans who, to reduce risk, typically 


cl£ 

U 
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invest heavily in fixed-income assets. 
Following the 2001-02 downturn, the Bar- 
ays U. S. Aggregate Bond Index, a proxy for the 
S. bond market, lost more than 2 % in 2004’s 
cond quarter in anticipation of rate hikes. (The 
Fed went onto boost rates by more than four 
points, to 5-25%, over 24 months.) Tliis time 
around, economists don’t expect the Fed to in¬ 
crease the federal funds rate from its current 0% 
to 0,25% range until November 2010, according 
to a Bloomberg survey* And even then, most are 
betting on only a quarter-point bump. 

So there’s no need for investors—especially 
those at or near retirement—to rush to seU 
bond holdings. The smart move is to build a 
diversified bond portfolio that will offset the 
impact of rising rates. Here are the strategies 
experts say are most effective. 

GO FOR "GO ANYWHERE" FUNDS 

The yields of short-term bonds, whicli have 
average maturities of less than three years, 
have hovered below 1,5% for more than a year. 
In search of a bigger payout, mutual-fund 
investors have poured a lot of money into 
higher-yielding t longer-term bonds. I11 early 
2009, more than $269 billion sat in inter¬ 
mediate and long-term bond funds, accord¬ 
ing to researcher EPFR. Today $436 billion, 
neariy 72% of all bond fund assets, are in these 
ionger-term funds. That conid become a big 
problem when rates begin to rise，because the 
longer a bond’s maturity, the more sensitive 
its price is to rate changes, says Morningstar 
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SimpleT_h: Investing can be less puzzling 




^ 0, W 4 C 3 '0, S, T, 




G 2 ,T 1 IE 1 R 1 |M 3 




By following these enduring principles, 
investing can be much simpler. 


Vanguard was founded on a simple set of truths which, if followed, can take much of the guesswork 
out of investing. Keep costs low, maintain a balanced portfolio, and have a long-term perspective. 
These truths have never been more refevaot than they are today. Discover what seasoned investors 
have known for decades: If you keep these simple truths in mind, the complicated task of investing can 
be much simpler. Vanguard.The simple truth about investing. 


www_vanguard.com/simpletruth 



Vanguard 


Visit imm/.vanguardxom/simpletruth, or call 800-851-6999, to obtain a prospectus, which includes investment objectives, risks, 
charges, expenses, and other information; read and consider it carefully before investing. Investments are subject to market risk. 
Diversification does not ensure a profit or protect against a loss in a declining market ©2010 The Vanguard Group, Inc, All rights reserved. Vanguard Marketing 

CorparatiQii, DislributDr SCRABBLE, Lh^dislincth.re gains board and lelter til^ancl all associated logos ara tradeinarks of Hasbro in Die United States and Canada and are wilh permissiQn. ^2010 Ha^bra. All Reserved 



GOT ENOUGH TO RETIRE? 


PERSONAL BUSINESS 


TARGET: RETIREMENT 

Here's how three funds allocate bonds 
for people retiring in 201D 



27 % 

MORTGAGE 


director of personal finance Christine Benz. 

Benz suggests investors avoid holding only 
the super-safe stuff, like Treasury bonds with 
maturities greater than 10 years T municipal 
bonds, government - backed 
agency bonds, and high-grade 
corporate debt. Opt for go - 
anywhere intermediate - term 
bond funds including Harbor 
Bond and Dodge & Cox Income, 
whose experienced managers 
know how to navigate this kind 
of market. Savings investors 
need to tap within the next five 
years should be in cash T money 
market funds，very short-term 
Treasury securities, or a fund 
like T. Rowe Price Short-Term 
Bond that owns short-term 
corporate debt, she adds. 


31 姊 

y.s. 

CORPORATE 


NO GUTS, NO GLORY 



t ； 吣 _ W 



CASH 


'Includes Treasuries, TIPS, munis, 3nd agency debl 
'"Includes corporate and government debt 
Data: Morning 细 r 


Most longer-term government 
bonds yield less than 4% now. 
That's not much, especially 
considering the significant risk 
that rates will rise. Bigger pay¬ 
outs can be found in corporate 
and foreign bonds, which have 
yields of 5% or more to pay in - 
vestors for taking on credit risk. 
Wlien interest rates increase ^ 
tliese bonds can often offset 
price drops with their higher 
yields, and “a strong global 
economy would improve the 
credit quality 厂 says Tom Latta, 
investment managenient and 
guidance executive at Merrill 
Lynch Global Wealth Manage¬ 
ment. Floating-rate bonds and 
bank loans issued by low-qual¬ 
ity companies also offer higher 
yields with little interest-rate 
risk because the payouts adjust 
along with rates. Latta suggests 
most investors limit exposure to 
risky corporate and foreign debt 
to no more than 15% of their 
bond holdings. 

As with other types of bonds, 
the higher-risk variety is best 
bought through mntuai funds. 
Mornings tar recommends the 
Vanguard High-Yield Cor¬ 


porate Fund and Fidelity Floating Rate High 
Income. In 2004, when rates were hiked T they 
returned 9% and 5%, respectively. Fideiity 
New Markets income Fund, meanwhile, ranks 
among the best in emerging - markets bond 
funds, with four out of five stars. Mornings tar 
analyst William Samuel Rocco recommends 
this fund for investors willing to stick with it 
over the long haul. Over the past decade it has 
returned an average of 12% a year, A plus for 
older investors: The fund’s volatility has been 
moderate, especially for an emerging-markets 
bond offering. 

Multisector bond funds are another way to 
go. They typically buy both high-yield corpo^ 
rate and emerging-market debt and can invest 
anywhere. Momingstar favorites include Fidei¬ 
ity Strategic Income and Loomis Sayles Bond. 

PROTECT YOUR BUYJWG POWER 

Inflation worries commonly trigger a rate hike, 
WMe it’s anybody’s guess how bad—or mild— 
price increases maybe, “even the smallest 
amount of inflation is insidious,” says Fidelity 
bond manager Joanna Bewick, Over the past 10 
years the consumer price index increased by a 
modest 2.5% a year—but that adds up to almost 
29%. Put anotlier way, a cocktail tlmt cost you 
$10 in 2000 will cost you an extra $ 2 .go today. “If 
you’re sitting in cash and aren't taking on market 
risk, the risk in the erosion of buying power is 
pretty serious 厂 says Bewick. 

To protect against inflation, investors can add 
Treasury inflation-protected securities {TIPS) F 
whose rates adjust with the rise of inflation and 
fall of deflation. Ben2 suggests having up to 30% 
of abend allocation in TIPS. But TIPS prices 
tend to surge when inflation worries abound, 
says Benz, and “if you buy at the wrong time T iVs 
possible to erode any inflation hedged TIPS rose 
10% last year, so they’re pricey. To reduce the 
risk of buying at a bad time, consider a diversi¬ 
fied fund like Vanguard Inflation-Protected 
Securities, 

THINK TOTAL RETURN 

Older investors should focus on a portfolio^ total 
retorn^ not just income. Solid dividend-paying 
stocks bring the potential for capital appreciation 
as well as income. Momingstar sifted through top 
dividend -focused funds, including Oakmark Eq¬ 
uity & Income, to identify overlapping holdings. 
A few prospects: Exelon, Diageo, and Cono- 
coPhillips. They have dividend yields of about 
4 . 6 % ， 4 . 3 % t and 4 , 2 % T respectively, i BW I 
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f 145 Sun Life 145 Financial 145 told 145 you 


how 145 many 145 years 145 we’ve 145 


been 145 around 145 without 145 asking 145 


for 145 government 145 bailout 145 


money, 


would 145 you 145 remember 145 our 145 name? 


Not 145 that t45 we’d 145 ever 145 145 that. 


With an A+ credit rating* for financial strength through 
good times and bad and over 20 rnillion customers 
worldwide, ifs time to get to know Sun Life Financial 


Sun ^ / 

Life Financial® 


Annuities Employee Benefits. Life Insurance. 


GetTqKYiowSuriLlfe.com 


The Sun Life Financial grpup of companies ope^t« under the "Son LHFe Financfiil n in the United States emd Insurance ptoducti are offered by members of Tbe Sun 

Firrartciai group tfiat are insumnce company subsidiaries. Sun life Rnancial tnc,, the tidd"mg compAny fop the Sun life Financjai group is not an insurance company artd does not gusranree 
the obligations of the insurance company subsidlariM. 

Best Rati ng A+ (Superior) applies to Sun Life Assurance Company of Canada, Sin Lite Assurance Company of Canada (U,S .]| and Sun liFe Insurar^ce and Afin^ity Company of 
Hew York and a subj&rt to change. 

*s> 1010 Sun Ufe Assumnce Company of Camsda {U.S.J. A<1 rights ^served. Sun Life Flnanaal and th& gbhe 玄 ymbQi ■are registered trademarks of Sun life Assurance Company of tarfada. 
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If this magazine is overwhelming you with financial advice, read on. 


We offer you this page of peacefulness to take a deep breath. Slip off your shoes. Stretch out your 
spine* There you go. Tune it all out. Now extend your hands comfortably toward your keyboard. Let 
your fingertips type the keys ： 

Allow zendoughxom to guide you toward clarity by streamlining all of your personal finances into 
a simple snapshot. It's all right here. All the tools and wisdom you need to make your finances as 
peaceful as this picture. 


Explore zendough.com and master your financial realm. 


zendoueh.com 

byTransUrMon^^ 









PERSONAL BUSINESS 


It’s easy to obsess about investment returns, but the key 
to retirement is simple: Save. To live comfortably’ you 
need to start early and set aside at least 10% of your in¬ 
come each year (including any company match). The good 
news: After being axed in the downturn, 40i(k) matches 
are creeping back ^ making the 10% target easier to reach. 


BRINGING BACK THE MATCH 

Large numbers of companies— 25%, in one survey — eliminated or reduced 
their 40i(k) matching contributions after the economic crisis began. Now 
those companies are starting to bring the match back. 


'ERCENI PLAMNIWG 
O REINSTATE MATCH 
WMEXTBMONTHS 


35 % 


24 怖 



11 7% will vary il by year, 

I based on company profils 

1 3% will reinstate il al a 
new, lower level 


70% will change it back 
to the original level 


Dalai Towers Watson surveys 


PERSISTENCE PAYS 

How long does it take to recover 
from d niiirket crash? If you keep 
contributing to your 401(k)，not as 
long as you might think. Vanguard 
found that the median account 
balance for its 40i(k) participants 
who kept investing from Sept. 30, 
2007, to Sept, 30,2009, rose Th ， 
Younger workers, whose balances 
were smaller in ’07 and so benefited 
most from those contributions, saw 
huge jumps —290% for those under 
age 25 and 62% for those 25 to 34. 


PERCENT OF 

CONTINUOUS 

PARTICIPANTS 


60 % 

14 

14 

11 


CHANGE 
\H ACCOUNT 
BALANCE 

Positive or 
no change 


-11% to-20% 


-21 % to-30% 


More 

than -30% 


Dala: Vanguard Center Fdr Reliremeni Research 
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GOT ENOUGH TO RETIRE? 


LEARN THE WAYS 
OF ZENDOUGH. 


BUILD STRENGTH 

Get your credit score—and learn 
the 6 secrets behind it, 

PRACTICE DISCIPLINE 

See your personal debt picture 
and get strategies to improve it, 

PROTECT AND DEFEND 

Get identity theft alerts right in 
your inbox, and access to your 
personal ID Theft Case Manager 




Because a product this good 
surely causes doubters, we 
welcome you to a free trial. 
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TELEVISION By WALTER KIRN 

The Fakery of 
CEOs Undercover 

Like most reality TV, Undercover Boss, in which 
top executives go blue collar, is deeply fictional 


Forget about bagging poultry part s or pumping and dumping penny 
stocks. The dirtiest job in America right now is producing reality 
TV, It consists of feeding the public’s appetite—which has grown 
insatiable, after years of expert stimulation—with the mixture of 
sadism and sentimentality^ cruel unfairness and poetic justice, ugly 
situations and happy endings, that most of us know by now are sheer 


delusions but that we areas helpless to 
resist as the next market bubble. 

Undercover Boss from CBS, in which 
leaders of big companies must toil for 
a few days as lowly employees of their 
own business, is a new series whose 
theme is sensitivity but whose method, 
as usual, is humiliation. As suits our re¬ 
cessionary period, the show purports to 
champion the little guys by letting them 
have at the big guys. This reverses the 
Machiavellian script of Donald Trump’s 
defunct series The Apprentice {the 
source of whose former popularity is, 
like Dow 14,00001 “full employment，” 
almost impossible to fathom now). 

In The Apprentice t power was never 
abused because power, as the show de¬ 


fined it r was abuse—and withstanding 
abuse was how power was amassed. In 
the populist-leaning Undercover Boss f 
power is more Christian, Being able to 
bow to one^s inferiors and draw inspim- 
tion from their struggles is rewarded 
with an even greater power: wisdom. 

The show tilts our sympathies 
toward the meek and mild by showing 
how they adapt to corporate policies 
that often appear demeaning^ comiter- 
productive T and puzzlingly unneces¬ 
sary, Meanwhile, the mighty ones who 
make these policies are forced—mop 
in hand T so to speak—to suffer their 
consequences. These interludes of 
voluntary helplessness^ besides being 
brief, are disingenuous in a way that 



ill 
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subverts the series T ruling premise. 

The secret executives know they’re on 
a TV show, while the workers think the 
cameras are there for other reasons. 
This information disparity allows 
the top dogs to frown r sigh T or wince 
whenever it makes them seem kind, 
alert’ or thoughtfuL The little dogs be¬ 
have by instinct and sometimes seem 
mean ， slow，or odd as a result. 

The sudden loss of lofty status that 
Undercover Boss relies on for its corny 
appeal is a perennially potent dramatic 
trick. Such dire plunges from great 
heights happen rarely in real life (at 
least not to the folks we want them 
to}, and when these tailspins do occur, 
they seldom yield the searing realiza- 

THEFRAUDULENCEPEAKS 
WITH THE SHOW’S 
MESSIANIC MYTHMAKING, 
BUT ITS FAUX POPULISM IS 
THETRUE SHAM 


tions and earnest apologies that we 
think they should- Undercover Boss 
grants aU our wishes p though, espe¬ 
cially our envy-based ill wishes. In 
the season premiere ^ Larry O^Donnell, 
president of Waste Management 
(the 46 t OOO-strong trash hauler and 
recycler) t is dumped into the mucky 
trenches where his hefty paychecks 
come from. Wearing a drab uniform T 
his miliionaire’s complexion concealed 
by a growth of graying stubble, Larry is 
given a series of yucky tasks meant to 
stir his conscience, steal liis pride, and 
provoke huge grins of gratified resent¬ 
ment, He’s forced to snatch recyclable 
bits of trash from a speeding conveyor 
belt* He T s made—under the barking or¬ 
ders of a foreman whose chronic kidney 
ailments have hardened him toward 
able-bodied slackers—to fill bags with 
windblown scraps of litter. Finally, he’s 
given a scrub brush and a pump and told 
to clean and empty a long row of por¬ 


table toilets at a scabrous fairground. 

Having learned many tough lessons 
about the ways his well-meaning com¬ 
pany undervalues^ overwhelms r and 
generally jerks around its “front-line” 
workforce (symbolized by a small group 
of cheerful stoics who give the company 
their utmost while enduring some¬ 
times acute hard luck at home), Larry 
convenes his wary-looking lieutenants 
to issue corrective orders and share 
his testimony. As is sure to happen in 
some form on most every episode of the 
series (whose upcoming slate of masked 
corporate chieftains includes those of 
7-Eleven and—can’t wait — Hooters 
Larry presents himself as a changed 
man and implies that Waste Manage¬ 
ment must change as well. The episode 
ends with a Fortune 500 version of The 
Sermon 00 the Mount, Surrounded 
by admiring workers, including those 
whom he met during his journey’ Larry 
heralds the coming of a new kingdom. 

Tills finale (and many to come, no 
doubt) is emotionally irresistible and 
intellectiially preposterous. The idea 
that the soul journeys of CEOs can 
redeem or restore American industry in 
an age of ruthless giobaiism makes for 
an enchanting bedtime story, but it’s 
hard to conceive of a goofier approach 
to—or a more misleading account of— 
Wliat^s Actually Going On Out There. 
Are the captains of Chinese commerce 
walking the Road to Damascus, too? No T 
they’re taking shortcuts around Wall 
Street and the back way to Washington. 

Undercover Boss is entertaining 
precisely to the extent that it’s dishon¬ 
est. The fraudulence peaks with its 
messianic mythmaking, but its faux 
populism is the true sham. Because the 
series 1 very existence requires coopera¬ 
tion from the executives that it purports 
to make suffer for their sins, it has to 
raise them higher, in the end, than it 
found them at the start. If it doesn’t, 
they T 11 stop volunteering for their fake 
lashingK and ritual redemptions- “Meet 
the new boss. Same as the old boss,” 
sang The Who, However he chooses to 
hide it T scuff it up, or beg forgiveness for 
misusing it, the power is still his. And 
that^s reality. bw» 
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By RICH JAROSLOVSKY 

Turning an iPad into 
An iMust-Have 

Apple’s new device is lovely and loaded 
with potential, but it won’t fly unless 
there’s cool content to go with it 


Steve Jobs chose the wrong name for 
Apple’s new iPad. A better one would 
have been i Wonder-as in, I wonder if 
content providers will take full advan¬ 
tage of it. Whether they do so will be 
the key factor in its success or failure. 

The half-hour or so I spent play¬ 
ing with the iPad at its San Francisco 
unveiling last month was too short to 
evaluate it, other than to say it is fast ， 
beautiful r and loaded with potential. 
The half-inch-thin iPad uses the 
iPhone/iPod touch operating system, 
meaning it runs just about all the 
l4D T OOOor so applications already 
written for those pocket-sized devices. 
Jobs has promised superb battery life: 
10 hours of heavy-duty use* 

Apple is currently planning to come 
out with six models，three of which 
should be available in March starting 
at ^499 for units that cruise only on 
Wi-Fx* A month later f atop-of-the- 
line iPad connecting to AT&T’s 3G 


network will be priced at $829. 

It will be interesting to see whether 
Jobs has showed his entire hand or is 
holding a little back to keep stok¬ 
ing interest. When the iPhone was 
unveiled in January 2007, there was no 
provision for viewing YouTube dips, 
but an app for that magically appeared 
before the first models shipped. 
Techies now bemoan the iPad J s seem¬ 
ing inability to run multiple applica¬ 
tions at one time. These moans, too, 
may be premature. 

At about a pound and a half, the 
iPad is heavier than a typical e-book 
reader，one of its core functions- But 
the product is about more than that. It 
aims to deliver media in all its forms T 
from storing and viewing photos to 
watching high-definition movies. Fts 
responsiveness is striking. In the 
photo app，1 could race through 
hundreds of pictures in a Mar; the 
Electronic Arts car-racing game Need 


for Speed Shift looked terrific oo the 
97-in. screen. Games may look better 
still once developers start writing to 
the capabilities of the custom chip 
Apple designed to power the unit. 
Books in the new iBooks app seem 
much more book-like than on Ama- 
zonxom/s Kindle or Barnes & Noble^s 
Nook. Pause while turning a page md 
you see both the content of the one 
you’re on and that of the new page 
peeking out from underneath, just as if 
yon were holding a physical book* 

The question is how fast the media 
industry can adapt. Are book pub¬ 
lishers ready to produce interactive 
versions that include author interviews 
and DVD-style extras to take advan¬ 
tage of the iPad’s multimedia capabili¬ 
ties? And what about newspaper and 
magazine publishers ? These T after all, 
are the geniuses who decided to give 
away their products for free, then ex¬ 
pressed shock when people valued the 
content at exactly the price charged. 
Will they now recognize the life 
preserver Apple has thrown them and 
produce versions optimized for iPads 
and alluring to readers and advertisers? 

It may turn out that Apple’s decision 
to bring its Mac productivity suite 
to the iPad will be crucial. The three 
iWork programs — a word proces¬ 
sor, spreadsheet，and presentation 
software—will sell for $9,99 each. 

With them and a Bluetooth keyboard, 
or perhaps Applet new combination 
keyboard and dock, the iPad becomes 
an alternative to Inexpensive netbooks 
running Windows software 

While that might sella fair number 
of iPads T it could also cannibalize sales 
of more profitable Mac notebooks, 
More important, positioning the iPad 
as a netbook would signal fobs' failure 
to achieve one of his ambitious goals. 

To be “revolutionary” 一 the word he 
used to describe it 一 the iPad needs 
content just as cool as it is. ibwi 
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By JIWI PRESSLEY 

Paulson in the Belly 
Of the Beast 

How the former Treasury Secretary, exhausted 
and careworn, labored to save the financial 
system—and made plenty of mistakes 


Henry Paulson recalls dining with 
some of Wall Streets most powerful 
bankers on June 26 T 2007, not long be¬ 
fore the credit bubble burst. “AJ 3 were 
concerned with excessive risk taking 
in the markets and appalled by the 
erosion of underwriting standards/ 1 he 
writes in his penetrating memoir^ On 
the Brink. Yet they felt forced by com¬ 
petitive pressure to make loans they 
didn’t like T the former U. S. Treasury 
Secretary says* 

“Isn T t there something you can do to 
order m not to take all of these risks?” 
was the gist of a question posed by 
Chuck Prince T who was still running 
Citigroup as the bank bumbled toward 
disaster. 

That comment encapsulates the 
bizarre situation that enveloped Paul¬ 
son as he struggled along with Federal 
Reserve Chairman Ben Bernaiike and 
New York Fed chief Timothy Geithner 
to save the free-market system from 
itself. Banks, hedge funds T and other 
financial institutions were playing a 
game of chicken, the economic equiva¬ 
lent of the Cuban Missile Crisis. Paul¬ 
son^ mission was to prevent mutually 
assured destruction. 

No one can argue that Paulson r a 
former chief executive of Goldman 
Sachs, didn't work hard enough. This 
day-by-day narrative —written with 
the help of former Jnstftuiiona/ Inves¬ 
tor editor Michael Carrol! - reminds 
us of his punishing schedule. We see 
Paulson’s shiny - headed blur of non¬ 


stop phone calls f his late-night meet- 
ings T his tossing and turning at night 
{in boxers and T-shirt). In the middle 
of the meltdown, George 
W. Bush pulled a Paulson 
adviser aside. “Tdl Hank 
to calm down and get 
some sleep/’ the President 
said by this account. 

A devout Christian 
Scientist ^ Paulson got 
so worn out that he was 
tempted to take a pill to 
sleep. Instead, he flushed 
the drugs down the toilet. 

Another night, lie man¬ 
aged to fall into a deep 
sleep, only to get a call 
from the world's most famous value 
investor. “Hank, this is Warren 尸 said 
the voice on the phone. In his grog- 
giness T Paulson says lie wondered 
why his mothers handyman, Wairen 
Hansen T was calling. It was, of course T 
Warren Buffett. 

The big question is whether Paul¬ 
son^ indomitable resolve helped or 
hurt during the crisis. Though On the 
Brink won't settle the matter, it does 
lay out Paulson's rationale for taking 
actions that were repugnant to his own 
free-market beliefs. 

The narrative goes behind closed 
doors as Paulson and his team en¬ 
deavored to prop up the wobbling 
dominos—Fannie Mae and Freddie 
Mac，Bear Stearns, Lehman Brothers, 
American International Group, and on 


and on. We get a persuasive portrait 
of a man caught between markets, 
taxpayers, and politicians, Paulson 
worried about what his “old friendsin 
Beijing would tliinJc; the Chinese, after 
all, held hundreds of billions of dollars 
inU.S. debt. Yet his biggest opponent 
was the global collective of investors. 
‘The market was determined to call 
our bluff" he says in describing Bear 
Stearns’ shotgun marriage to JPMor- 
gan Chase. 

Each bailout upped the ante. As 
Lehman tottered, Paulson and Geith- 
ner were prepared to consider a “Bear 
Stearns-style rescue, 1 * he writes. Yet 
Paulson toid Street bankers rang¬ 
ing from }PMorgaii T s Jamie Dim cm to 
Morgan Stanley's John Mack that there 
could be no federal money in a Leliman 
lifeline. Why? ^1 knew 
that unless I explicitly 
said this, some of them 
might think that Good 
Old Hank would come to 
the rescue.” 

Time and again, 
Paulson admits Ms 
mistakes—including 
intemperate remarks 
and underestima¬ 
tion of public outrage 
over taxpayer- funded 
bailouts—and concedes 
tliat he risked dis ¬ 
torting markets. 
While you don’ t 
have to accept Ms 
arguments ^ iVs 
useful to know 
the logic and legal 
constraints that motivated all those 
ad hoc decisions. Paulson also works 
hard to polish George Bush's image. 

By this account, Bush didn’t go AWOL 
during the crisis; he was “all business, 
engaged and focused.” courageously 
backing market meddling for the good 
of the country. 

Yet Bush wasn r t really up to speed. 
During one meeting in August 2006 T 
Paulson found himself giving the 
President u a. quick primer on hedging^ 
By then, the bottom was falling out of 
the subprime-mortgage market. 1 bwi 
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By BILL CLINTON 

Business Can Help Haiti 


Last October, I attended a historic and 
successful conference in Port-au- 
Prince organized by the Inter-American 
Development Bank highlighting invest¬ 
ment opportunities in Haiti. Wlienl 
first visited Haiti 35 years ago, I wouldn’t 
have imagined that this kind of event 
wouldbe held in Port-au-Prince, let 
alone that more than 200 investors and 
business leaders from around Uie world 
would attend- includiiig representa¬ 
tion from all over Latin America. Nearly 
everyone who came was convinced of 
the opportunity and promise in Haiti 
for profitable businesses that serve both 
local and export markets. Many left with 
new commitments to increase their 
capacity in Haiti. 

Much of this success is a testament 
to the progress the Haitian govern¬ 
ment had made toward implementing 
its comprehensive plan for economic 
development r even In the face of dev- 
astating hmricanes and storms. Since 
[une 2009 T I had been doing what I 
could to help as the U.N.'s Special Envoy 
for Haiti and through the efforts of my 
Clinton Global Initiative. And for the 
first time, I believed the conn try had its 
greatest chance to overcome 200 years 
of oppression, neglect, and poverty. 

Even in the wake of the Jan. 12 
earthquake, I still believe that. The 
outpouring of help from the inter¬ 
national community has enabled aid 
agencies to deliver emergency supplies 
to hundreds of thousands of displaced 
or injured people. Every donation to 
fund access to water ， shelter, food, 
and medical supplies saved countless 
lives. Yet as relief work goes on, many 


leaders of the business connuimity are 
looking forward, and asking: “What’s 
next ? How can we be partners in 
Haiti's foture V 

Today，perhaps counterintuitively, 
opportunities in Haiti abound. Amid 
the destruction^ the Haitian leadership 
rightfully views this as an opportunity 
to reimagine their country and “build 
back better” in ways that create jobs ， 
improve education and health care, and 
enhance environmental sustainability. 
Nearly every sector of the economy 
needs investment and offers opportu¬ 
nity, but rd like to Mghlight a few spe¬ 
cific sectors of particular importance: 
Agribusiness: Agriculture and agri¬ 
business weren’t severely damaged 
by the quake. Haiti has tremendous 
potential to develop and expand here, 
especially in fresh fruits^ vegetables, 
and coffee—while increasing farmers J 
pay through high-value exports* Busi¬ 
nesses looking to get involved could 
import and market Haitian coffee or 
mangoes, or invest in local processing 
that buys from smallholder farmers. 
Rural Infrastructure ： Expanding roads 
and cellular coverage into rural areas 
will connect farmers to new markets 
and information while enhancing ac¬ 
cess to health care. Warehouses and 
grain storage facilities with receipts 
systerrLS for farmers have proven to 
increase incomes. Businesses with 
know-how in these areas can support 
projects that extend the power grid and 
improve functions such as banking aiid 
retail transactions. 

Renewable Energy: Haiti has the 
potential to become one of the leading 


solar countries in the world. As well 
as lighting off-grid streets and homes 
(and powering flashlights and radios), 
solar energy can strengthen other 
sectors. Solar-powered drip irrigation 
systems can lift crop yields—even en¬ 
able a second growing season in some 
places. Solar energy now powers a fish 
farming operation that cou 3 d easily and 
profitably be three to five times as large. 
Reforestation: Large-scale tree- 
plaiiting projects partnered with 
small- scale community-based 
projects would not only protect Haiti’s 
environment, they would create jobs 
in the fruit and lumber sectors. Busi¬ 
nesses can buy carbon credits from 
comniunity - based tree-planting 
initiatives in Haiti and advance the 
government's watershed management 
and reforestation programs. 

Apparel and Textiles ： In just the past 
few months this sector ha^ shown 
significant signs of progress. Most 
of the primary facilities survived the 
earthquake ^ and many are operationd 
again. Under theU.S.HOPEII Act of 
2008 , $428 million in goods have been 
exported to theU.S. duty-free. Bra2i3 
is considering a similar relationship. 
Companies in this sector can invest 
in apparel and textile factories that 
integrate everything from weaving and 
dyeing through packaging. 

Call Centers: Haiti could also be an 
ideal location for offshore call centers^ 
which could serve both English- and 
French-speaking markets and employ 
the many Haitians who have recently 
become amputees or suffered other 
physical disabilities. 

Some businesses and investors are 
exploring the creation of a pooled 
investment fund, I encourage these ef¬ 
forts, Years from now, our response will 
be judged by how many jobs we help 
create t how many businesses are started 
or expanded^ the vitality of the middle 
class, and whether investors are able to 
earn a profit by doing the right thing. I 
invite you to be a part of this, 1 BWi 

President CImianis T the founder of 
the William /. Ciinion Foimdciiion and 
is the U ， N, Special Envoy forHaitL 
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